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BEFORE THE
I LLI NOI S COMMERCE COWMM SSI ON

IN THE MATTER OF:

Commonweal t h Edi son Conpany,
No. 05-0597
Proposed general increase in
rates for delivery service

(tariffs filed on August 31,

N N N N N N N N

2005.).
Chicago, Illinois
March 21st, 2006
Met pursuant to notice at 9:30 a.m
BEFORE:

MR. GLENNON DOLAN and MS. KATI NA HALOULOS,
Adm ni strative Law Judges.

APPEARANCES:

MR. RI CHARD G. BERNET
MS. ANASTASI A POLEK- O BRI EN
10 South Dearborn Street, Suite 3500
Chicago, Illinois 60603
appearing for Com Ed;

MR. ROBERT KELTER
MS. JULI E SODERNA
208 South LaSalle Street, Suite 1760
Chicago, Illinois 60604
appearing for CUB;

FOLEY & LARDNER
MR. E. GLENN RI PPI E
MR. JOHN RATNASWAMY
MS. CYNTHI A FONNER
321 North Clark Street, Suite 2800
Chicago, Illinois 60610
appearing for Com Ed;
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APPEARANCES ( Cont' d):

MR. DAVID I. FEIN

550 West Washi ngton Boul evard, Suite 300

Chicago, Illinois 60601
appearing for Constellation New
Energy, Inc.;

MR. ALLAN GOLDENBERG
MS. MARI E SPI CUZZA
Assi stant State's Attorney
69 West Washington, Suite 3130
Chicago, Illinois 60602
appearing for Cook County State's
Attorney's Office;

Gl ORDANO and NEELAND

MR. PATRI CK GI ORDANO

MR. PAUL NEELAND

MS. CHRI STI NA PUSEMP

360 North M chigan Avenue

Chicago, Illinois 60601
appearing for Building Owners and
Managers Associ ation of Chicago;

MS. CARLA SCARSELLA
MR. JOHN FEELEY
MR. CARMEN FOSCO
MR. SEAN BRADY
160 North LaSalle Street, Suite C-800
Chicago, Illinois 60601
appearing for Staff;

DLA PI PER RUDNI CK GRAY CARY US LLP
MR. CHRI STOPHER J. TOWNSEND

MR. W LLI AM A. BORDERS

203 North LaSalle Street, Suite 1900

Chi cago, Illinois 60601
appearing for Coalition of Energy
Suppliers;
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APPEARANCES ( Cont' d):

MR. JAMES S. M THCELL

547 West Jackson Boul evard

Chicago, Illinois 60661
appearing for Metra;

HI NSHAW & CULBERTSON

MR. EDWARD R. GOWER

400 South Ninth, Suite 300

Springfield, Illinois 62701
appearing for Metra;

MR. BARRY HUDDLESTON
1000 Loui siana Street, Suite 5800
Houst on, Texas 77002

appearing for Dynegy, Inc.;

LEUDERS, ROBERTSON & KONZEN

MR. ERI C ROBERTSON

PO Box 735

Granite City, Illinois 62040
appearing for |IEC,

MR. CONRAD E. REDDI CK

1015 Crest Street

Wheaton, Illinois 60187
appearing for IIEC

SONNENSCHEI N, NATH and ROSENTHAL
MR. JOHN ROONEY
233 Sout h Wacker Drive, Suite 7800
Chicago, Illinois 60606

appearing for Com Ed;

MR. RI CHARD C. BALOUGH
53 West Jackson Boul evard, Suite 956
Chi cago, Illinois

appearing for CTA;

MS. ELLEN PARTRI DGE

567 West Lake Street

Chicago, Illinois
appearing for CTA;
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APPEARNCES ( Cont' d):

MR. LAWRENCE A. GOLLOWMP
1000 I ndependence Avenue,
Washi ngton, DC 20585

appearing for

MR. RONALD JOLLY

MR. J. MARK POWELL

30 North LaSalle Street,

Chicago, Illinois 60602

appearing for

MR. MARK KAM NSKI
MR. RI SHI GARG

100 West Randol ph Street
Chicago, Illinois 60601
appearing for People

I11inois;

MR. DARRYL BRADFORD

One Financial Plaza

440 South LaSalle Street,

Chicago, Illinois 60605
appearing for Com Ed.

SULLI VAN REPORTI NG COMPANY, by

Bar bara A. Perkovi ch,
Jenni fer JL. Vel asco,
Franci sco Cast aneda,

CSR
CSR
CSR

SW

U. S. Departnment of Energy;

Suite 900

the City of Chicago;

of the State of

Suite 3300
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W t nesses: Direct

Re- Re- By

Cross direct cross Exam ner

Frank Cl ark 148

JOHN T. CASTELLO 229

M CHAEL McGAEREY, SR 287

KATHERI NE HOUTSMA 340

151
155
162
196
207
239
241
245
249
259
247
300

345
374
393
395
413

225 227
280 284 285
334
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Nunmber For ldentification

Com Ed
#1
#1.1
#1.2
#1. 3

AG Cross
#1

BOMA Cross
#1
#2
#3

Com Ed

#13.0, 13.1,

3.0 & 30.0
AG Cross

#2
cuB

# 2.0,5.0
Com Ed

#1

#18, 35
CROSS

#4
| CC STAFF

#1

#2
CROCSS

#4. 04

151
151
151
151
155
166
185

13. 2,

330

415
424

In Evidence

151
151
151
151
155
178
185
196

233
233

238

298

334
345

393

425
425

458
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JUDGE HALOULOS: Pursuant to the authority of the
I1'l'inois Conmerce Comm ssion, | now call Docket
No. 05-0597 proposed general increase in rates,
general restructuring of rates, price unbundling of
bundl ed service rates and revision of other ternms
and conditions of service

W Il the parties please identify
t hemsel ves for the record

MS. POLEK-O BRI EN: Darryle M Bradford, E. Gl enn
Ri ppi e, Anastasia Polek-O Brien and Richard Bernet
for Commonweal th Edi son Conpany.

MR. FEELEY: Representing staff of the Illinois
Commerce Comm ssion, John Feeley, Carnmen Fosco,
Carla Scarsella and Sean Brady, office of the
general counsel, Illinois Conmerce Comm ssion, 160
North LaSalle Street, Suite C-800, Chicago,
Il1'linois 60601.

MS. SODERNA: Julie Soderna and Robert Kelter,
Citizens Utility Board, 208 South LaSalle, Suite
1760, Chicago, Illinois 60604.

MR. KAM NSKI: Mark Kam nski and Rishi Garg of

the Illinois Attorney General's Office, 100 West

135



10

11

12

13

14

15

16

17

18

19

20

21

22

Randol ph Street, Chicago, Illinois 60601 on behalf
of the People of the State of Illinois.

MR. GOLDENBERG: All an Gol denberg and Marie E.
Spicuzza, Assitant State's Attorneys, 69 West
Washi ngton, Suite 3130, Chicago, Illinois 60602.

MR. Gl ORDANC: Patrick G ordano, Paul Neal on and
Christina Pusemp of the law firm G ordano and
Neal on on behal f of the Building Owners and
Managers Associ ation of Chicago and refer to the
client as BOMA t hroughout the proceedings.

MR. BALOUGH: Good norning, Richard Bal ough and
Ellen Partridge on behalf of the CTA, 53 West
Jackson Boul evard, Suite 956, Chicago, Illinois.

MR. JOLLY: On behalf of the City of Chicago,

Ronald E. Jolly and J. Mark Powell, 30 North
LaSalle, Suite 900, Chicago, Illinois 60602.

MR. GOWER: ' m Ed Gower from Hi nshaw and
Cul bertson. |I'm here on behalf of Metra

MR. GOLLOMP: Lawrence A. Gollomp on behal f of
the United States Departnment of Energy, 1000
| ndependence Avenue, Sout hwest, Washi ngton, DC

20585.
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MR. TOWNSEND: Good norning, on behalf of the
Di rect Energy Services, LLC, Md American Energy
Conpany, Peoples Energy Service Corp and U. S.
Energy Savi ngs Corp, appearing as the Coalition of
Ener gy Suppliers or The Coalition, the law firm of

DLA, Piper, Rudnick, Gray, Cary, US, LLP, 203 North

LaSalle, Chicago, Illinois 60601 by Christopher J.
Townsend and WIliam A Borders.
MR. REDDI CK: Appearing for the Illinois

| ndustrial Energy Consuners, Eric Robertson of the
firmof Leuders, Robertson and Konzen, Post Office
Box 735, Granite City, Illinois 62040 and Conrad R.
Reddi ck, 1015 Crest Street, Wheaton,

[1linois 60187.

MR. HUDDELSTON: For Dynegy, Inc. Barry
Huddel st on, 1000 Loui siana Street, Houston, Texas
77002.

JUDGE HALOULOS: |s there anybody else?

MS. SODERNA: On behalf of the Citizens Utility
Board also Melvin Nickerson is also representing
the Citizens Utility Board.

JUDGE HALOULOS: Is that all?
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Okay, one quick point before we get
started. Next Tuesday the Comm ssion has schedul ed
a special open meeting for the Liberty Report. W
are not planning on adjourning, we are planning on
relocating to N808. So that all the parties are
advi sed of this, as of now.

MR. KAM NSKI: Is that going to be for the entire
day or just --
JUDGE HALOULQOS: The afternoon.

The second thing is that as it stands
now, we have several days of |lengthy testi mony
ahead of us. In Iight of that, we are going to
encourage all of the parties to attempt to reduce
any of the testimny, the amount of time they have
all ocated for the testinony, we encourage that.

Pl ease be cogni zant of other parties, their Q and
A's, of questions asked and answered, obviously
don't answer it, friendly cross, don't do it. This
will help facilitate us in running the most
efficient hearing as possible.

JUDGE DOLAN: |Is there any other prelimnary

matters or should we --
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MR. Gl ORDANO: Just a question, your Honor, are
we starting at 9:30 each day?

JUDGE DOLAN: Unl ess people want to start at 9:00
o'clock. We would certainly nmove to 9:00 o'clock
if you think we're going to have some extrenely
| ong days. The ALJ's are not opposed to that.

MR. ROBERTSON: Eric Robertson, your Honor, for
Il EC, just a question, and maybe something that |I'm
not aware of, but -- is there some difficulty with
adding a day or two to these hearings so people
have adequate time to conduct their cross if they
want to? | know it would take a day or two out of
the briefing schedule, but | don't know whet her
anybody has thought about that, or given the
schedul e that we have here --

JUDGE DOLAN: Well, technically we do have
Thursday and Friday of next week, or at | east
Thur sday of next week built in to the schedule. As
you i ndi cated, though, it would come off of the
briefing schedules of the parties, because we
woul dn't be able to change the tinme frame on the

back end of the order.
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We had discussed that possibility, we
t hought that we would kind of take a wait and see
attitude and see how things progressed, because
normal |y people estimate on the high side, as far
as cross examnation time frames. So we thought
t hat rather than throw that out there now, we would
maybe |i ke discuss that again on Friday, and see,
you know, how the schedule is moving al ong, and
especially in light of the fact that if we do
remove some substantial testinony, then maybe we
can keep on track with the same schedul e.

But both Judge Hal oul os and nyself are
willing to, you know, stay past 5:00 o'clock, work
until 6:00, 7:00, whatever we have to do to try to
get as nmuch information and get this done in a
timely fashion.

MR. Gl ORDANO: Your Honor, you made a deci sion
that we're going to start at 9:00 or are you
pl ayi ng that by ear as well?

JUDGE DOLAN: Actually I think we would be fine
with starting at 9:00, so if no one really has a

problemwith that, why don't we start 9:00 o'clock
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every day for the rest of the hearings.

MR. TOWNSEND: Your Honor, Chris Townsend
appearing on behalf of the Coalition of Energy
Suppliers. W do have a pending nmotion for a
substitution of witnesses and | just wanted to
touch base with your Honor to see if you al so want
us to file a notion for |eave to change our
pretrial memorandum and our exhibit lists or if
it's fine to be able to do that on the record?

Literally the only change, both to the
testinony and to those documents would be changing
the name of the witness. As you may have seen in
the moti on, one of the conpanies that comprise The
Coalition had a change in their CFO and so we had
their CFO previously testifying, we've got the new
CFO that's going to be testifying now. Do you want
us to file additional documents or is it all right
to be able to do that on the record?

JUDGE DOLAN: | think -- we feel that it would be
fine to do it on the record itself. | didn't know
if anyone was going to object to that notion

because we did see that come in | ate yesterday
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afternoon and obviously no one else has had an
opportunity to respond to the testinony -- or to
the motion itself, but, no, you can do the

modi fication on the record.

MS. POLEK- O BRI EN: Your Honor, Com Ed has no
objection to the notion.

JUDGE DOLAN: That's fine, then, that makes it
easier for us. We can definitely do it on the
record, then.

MR. TOWNSEND: Then one ot her scheduling note.
We have a panel of John Clark and Jennifer Wtt
scheduled to cone in on next Monday. We've been
informed that one of the members of the panel has a
busi ness obligation that's going to take -- John
Clark, is going to be out of town. Currently Com
Ed has a total of 5 m nutes of cross exam nation
reserved for that panel. W're working with Com Ed
to be able to try to address that situation,
hopefully we'll be able to resolve that am cably
and find an alternative solution. But | just
wanted to alert you to that.

We may be asking for another

142



10

11

12

13

14

15

16

17

18

19

20

21

22

substitution of witness if that doesn't work or
potentially having a witness connected by

tel ephone. Again, we're not requesting you to
address that at this point, but just wanted to
alert you to that situation.

JUDGE DOLAN: Thank you.

MR. Gl ORDANO: Your Honor, | think |I have one
final scheduling thing. Cross exhibits that we
haven't previously identified, do you want us to,

If we're presenting those, do you want us to update
the exhibit |ist?

JUDGE DOLAN: Yes.

MR. Gl ORDANO: But it can be done after the fact?

JUDGE DOLAN: That's correct, yeah.

MR. Gl ORDANO: Thank you.

MR. FEELEY: Staff has one request regarding the
March 16 letter from Comm ssioners Ford and
Li eberman. Currently responses and replies to
t hose questions are due April 4th and April 7th and
you i ndicated that there would be subsequent
heari ngs scheduled for that. Staff would request

that it have have more time than April 4th to
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provi de response to those questions and |I' m not
sure if you wanted to -- if you would be agreeabl e
to renmoving that matter from the brief and briefing
it separately?

So we would ask that -- we need nore
time than April 4th to respond to those and woul d
you be agreeable to removing that issue from the
brief and therefore providing staff and other
parties nore time to respond to the questions and
hol d t hat subsequent hearing?

JUDGE DOLAN: How about if we'll -- | mean, how
much additional time are you thinking, just so we
know for our own personal --

MR. FEELEY: At |east we would like until April
18th for our first response to the question.

JUDGE DOLAN: What day of the week is April 18th?

MR. FEELEY: That's a Tuesday.

JUDGE DOLAN: | tell you what, M. Feeley, we'll
take that under advisement. Just for the record
pur poses, if you would try to file sonmething, if
you wouldn't mnd filing a notion for extension of

time, then it will give us an opportunity to do
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t hat.

MR. FEELEY: And then just to clarify, the
parties no | onger have to answer the questions
regarding the safety net; is that correct?

JUDGE DOLAN: That's correct, yes. Since that's
been stricken fromthe record, it's not
something -- the Comm ssioners want the other
information to be part of the record.

MR. FEELEY: Thank vyou.

MR. ROBERTSON: Eric Robertson again, your Honor.
One | ast question. There were a number of nmotions
to strike, or a couple, and the question |I had
were you planning on ruling on those at the
begi nni ng of the hearings or as a witness appeared
or how were you planning on handling that?

JUDGE DOLAN: We actually sent our rulings down
to the clerk's office yesterday afternoon, but they
did not get them out on e-docket, but we have rul ed
on those motions. We did not rule on, | believe
Commonweal th Edison filed the motion to file their
substituted testinony -- or their corrected

testi nony, we have not ruled on that motion, but we
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did rule on your nmotion and we ruled on the City's
notion yesterday.

Any other matters before we go? | guess
the only other things that the court reporters just
brought up, that they are going to be working on
1 hour and 15-m nute schedules, so we are probably
going to have a change of court reporters at 12:15,
and then a second change of court reporters at
1: 30. So our suggestion is to see where we are at
at 12: 15 and maybe we'll take our break for |unch
at that point. But we'll see where we're at as far
as the testimny goes. But we are going to try to
wor k around the court reporters' schedul es as much
as possible so we don't have a reporter show ng up
for 5 mnutes and taking a break for lunch or
something like that, if that's acceptable for the
parties.

And with that, are we ready to call the
first witness?

MR. BRADFORD: Yes, sir nmy name is Darryl
Bradf ord, and we call as our first witness M.

Frank M Cl ark.
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JUDGE DOLAN: Just for the ALJ's, are we going in
the order of the questioning that the list is here,
or did you have a particul ar order of how the
questioning was goi ng?

MR. FOSCO: The |ist and the schedule is not
I ndi cative of how the parties plan to proceed.

JUDGE DOLAN: Just one other prelimnary matter
bef ore we proceed. Sir, from Dynegy, | didn't get
your name, are you planning on participating in
this docket or are you just here -- are you going
to ask any questions, | guess, is what |I'm asking?

MR. HUDDELSTON: No questions at this point.

JUDGE DOLAN: Because are you licensed in
[11inois?

MR. HUDDELSTON: No.

JUDGE DOLAN: So if you do, we have to deal with
t hat i ssue, but since you're not going to be asking
gquestions, we don't have to worry about that at

this point. Go ahead and proceed.
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FRANK M CLARK
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY

MR. BRADFORD:

Q Can you pl ease state your nane.

A Frank M Cl ark.

Q M. Clark by whom are you enpl oyed?

A ' m enpl oyed by Conmmonweal t h Edi son.

Q What is your position with Commnwealth
Edi son?

A | am chairman and CEO of Commonweal th
Edi son.

Q M. Clark, | have previously provided you

with a copy of your revised surrebuttal testinony
Com Ed Exhibit 29, which we filed on March 20,
e-docket No. 166825, do you have that testinmony in
front of you?

A Yes, | do.

Q s this the surrebuttal that you have

prepared for adm ssion in this proceedi ng?
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A Yes, it is.

Q Do you wish to make any changes or
revisions to this surrebuttal testinony?

A No.

Q If | asked the same questions today, would
your answers be the same as they appeared in your
surrebuttal testinony?

A Yes.

Q | have previously provided to you a copy of
your testimny, Com Ed Exhibit No. 1, along with
exhibits to that testinony, 1.1, 1.2 and 1.3, which
were filed on August 31, e-docket Nos. 151951
t hrough 151954, respectively. Do you have that
testimony and exhibits in front of you, M. Clark?

A Yes, | do.

Q s this the direct testinmny that you have
prepared for subm ssion in this proceeding today?

A Yes, it is.

Q Ot her than as you updated in your
surrebuttal testinmony, do you wi sh to make any
changes or revisions to your prefiled direct

testimony?
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A No, | do not.

Q And are the exhibits that are referred to
in your testinony, which is Com Ed Exhi bit No. 1,
the exhibits that are attached to your testinony as
Exhibits 1.1, 1.2 and 1. 3?

A Yes.

Q If | asked you the same questions today,
woul d your answers be the same as they appear in
your prefiled testimny, Exhibit 17

A Yes.

MR. BRADFORD: Your Honor, at this point | would
move Com Ed Exhibit 1, 1.1, 1.2, 1.3 and Exhibit 29
i nto evidence.

JUDGE DOLAN: Any objections?

MR. BRADFORD: Your Honor, in the haste to get
going, | note that we did not swear M. Clark in,
and we probably should do that.

JUDGE DOLAN: | was going to do that at this
poi nt . | was going to let you introduce his
testimony and then I was going to swear himin at
t hat point.

M. Clark, please raise your right hand.
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(Wtness sworn.)
MR. BRADFORD: | would nmove the adm ssion of that
testimony.
JUDGE DOLAN: No objections? That testimony wll
be admtted into evidence
(Wher eupon, Com Ed
Exhi bits Nos. 1, 1.1, 1.2 and 1.3
were adm tted into evidence as
previously marked on e-docket as
of this date.)
MR. BRADFORD: And tender the witness for cross
exam nati on, your Honor.
JUDGE DOLAN: Are you going to go first?
MR. KAM NSKI: |'m happy to go first.
JUDGE DOLAN: Mr. Kam nski, please proceed.
CROSS EXAM NATI ON
BY
MR. KAM NSKI :
Q Thank you. Good norning, M. Clark, Mark
Kam nski with the Attorney General's Office of
[l1linois. Would you please refer to Page 8 of your

direct testinony.
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There you refer to the consensus of the
post 2006 initiative and the consensus agreenents

reached in the Comm ssion's post 2006 initiative in

support of Com Ed's tariff filings in this case,
correct?
A That is correct.

Q Coul d you now refer to Exhibit 1.3, Page 9.
The second full paragraph on that page reads at
each RWG neeting, participants were rem nded of the
applicability of the Illinois Commerce Comm ssion's
traditional policy barring the subsequent use of
non consensus, quote, positions taken and documents
and papers provided by the stakeholders in the post
2006 initiative process, any subsequent litigation,
i ncluding adm ni strative proceedi ngs, before the
[I11inois Commerce Comm ssion, the Federal Energy
Regul at ory Comm ssi on and ot her federal state and
| ocal governmental authorities. Have |I read that

correctly?

A Yes, you have.
Q Do you know where the quoted | anguage is
fronf
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A

| anguage t hat

Q

Do | know where the | anguage - -

There is a quote within the

just read, denoting

A

the Commerce Conmm Ssion or

MR.

regardi ng cross exhibits,

you j ust

most

read?

of what |

the

| anguage t hat

read.

| don't know whether it came directly from

KAM NSKI :  Your

have us, as a party,

Cross Exhibit 1, 2,

JUDGE DOLAN: Yes.

for just one second,

go

regardl ess of who I

| forgot

in numerical

need to go

(Break taken.)

JUDGE DOLAN: Al |l

BY MR.

Q

KAM NSKI :

ri ght, back on

Pl ease see what

some ot her

do you want

of f

my stanp.

t he

source.
Honor, just one question
us to just

order, like

the record

record;

has been marked for

identification as AG Exhibit -- Cross Exhibit 1.

This is the workshop preambl e document

the 1 CC website on post

h-t-t-p col on,

[1linois, dot, j-u-v,

sl ash,

3040511 e-c,

sl ash,

post

sl ash,

m crossing?

provi ded on

2006 initiative page

sl ash, d-o-c,

preanbl e,

w-w-w, dot, |CC, dot,

sl ash, e-p,

dot ,

p-d-f.
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Could you read the document 1've

provided to you?

A Do you want me to read the preambl e?
Q Pl ease.
A In order to facilitate free and open

di scussi on, the stakeholders wish to assure that
statements made, positions taken and documents and
paper provided by stakeholders in the post 2006
initiative will not be used, including

adm ni strative proceedings, before the Illinois
Commerce Comm ssion and Federal Energy Regul atory
Comm ssion and other federal state and | oca
governnental authorities.

Q Thank you. Do you recognize the part of
this document starting with positions taken as the
quotation from your Exhibit 1.3, Page 9?

A Yes.

MR. KAM NSKI : Your Honor, at this time | ask for
the subm ssion into evidence of AG Cross Exhi bit
No. 1.

MR. BRADFORD: No objecti on.

JUDGE DOLAN: AG Cross Exhibit No. 1 will be
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adm tted

i nto evi dence.

(Wher eupon,

Exhi bi t

AG Cross

No. 1 was mar ked for

identification and admtted into

evi dence

MR. KAM NSKI: That's al

JUDGE DOLAN: Next,

as of this date.)

| I have,

anybody el se?

MR. KELTER: | can go next, your

JUDGE DOLAN: Okay. M.

Q

Kel t er.

CROSS EXAM NATI ON

BY

MR. KELTER

Good morning, M.

t hank you.

Honor .

Clark, |I'm Rob Kelter

fromthe Citizens Utility Board.

A

Q

t he ratemaki ng process,

A

Q

t hat

i ncurred costs and earn a return on

A

Good morni ng, Rob.

M .

Yes.

And woul d you agree that

Com Ed

Yes.

Clark, you're famli ar,

is entitled to

aren't you?

recover

generally, with

it's fair to say

prudently

its

i nvest ment ?
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Q At Page 6, if you turn to Page 6, Line 124
of your testimony. There you state, Com Ed nust
recover sufficient revenue through its retail rates
to cover its costs. That's basically just a

restatement of a fundamental ratemaking principle,

correct?
A Yes.
Q Under the next sentence you state, this is

especially important given that Com Ed processes to
earn no profit on its procurement and supply of
electricity. The fact that you will will no |onger
earn a profit on generation doesn't affect the
Comm ssion's analysis of Com Ed' s cost, does it?

A It's just a statenment of fact.

Q Well, this is especially inportant, that

sounds |i ke a statement of opinion.

A Well, it was a statement of fact, in ny
j udgment .

Q ' m sorry?

A It was a statement of fact, in my judgnment,
the fact being that we will earn no return on the

price we pay for supply and pass that price through
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to our customers.

Q At Line 134 you state, because Com Ed is
proposing to pass through its procurement and
expenses as its actual cost, it becomes absolutely
essential for Com Ed's delivery rates and charges
to be set at a level sufficient for Com Ed to neet
its distribution revenue requirement and thereby
support its investment in distribution, plant and
equi pment .

Regarding the phrase it beconmes

absolutely essential, are you saying that Com Ed

should -- or that the Comm ssion should analyze Com

Ed's cost differently now than it would if Com Ed
still owned generation?

A ' m saying that under the old traditional
nodel , prior to the enactment of the 1997
restructuring, when we did traditional rate cases,
we had all of our costs bundl ed together and they
weren't separated as they would be in this docket.
And we were earning a return on our higher cost
base. And | believe in the traditional cases that

woul d have included supply.
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That is no | onger the case. The only
return the company is earning is on its rate basis,
directly related to the delivery -- to the
di stribution business. And in order for us to have
adequate revenues and an adequate amount of
i nvestment for further reliability, it is, in my
judgment , essential that we are allowed to recover
our prudently incurred cost and earn a reasonable
return on the rate base associated with the
di stribution business.

Q The standards for cost recovery haven't

changed since the 1997 restructuring | aw, have

t hey?
A ' m not aware of that.
Q And when Com Ed owned its nuclear plants,

It earned a rate of return on its capital
i nvestment on those plants, correct?

A That is correct.

Q And isn't it correct that Com Ed made a
strategic decision to transfer it to an Exel on
affiliate?

A That is also correct.
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Q At that time, did Com Ed's ownership of

t hose nucl ear plants pose regulatory risks for the

Company?
A At the time of the transfer?
Q No, at the tinme, before the transfer, when

you owned those plants, isn't it fair to say the
pl ants posed some regulatory risks for the Conmpany?

A | think those plants created regulatory and
pricing risks for the Conpany and the Company's
customers.

Q Turning to Line 138, you state, noreover,
during the transition period Com Ed had ot her
sources of revenue, which while they were designed
to partially mtigate straining costs did provide
sources of cash nonetheless. Did the fact that Com
Ed had ot her sources of revenue avail able during
the transition period affect the test that the
Comm ssi on applies to determ ne the appropriate
| evel of Com Ed's rates in this proceedi ng?

A | think the fact that Com Ed had revenues
t hat were available to us over the transition

peri od and those revenues would go away, for
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exanmpl e, the CTC revenues, is a fact that goes to
our ability to have adequate revenues post 2006 to
recover our prudently incurred cost, yes.

Q But aren't the adequate revenues that you
need based on the costs you have and the rate of
return on your delivery service systemitself?

A Yes.

Q These statements you' ve made regarding the
need to meet its distribution revenue requirement,
did you or anyone under your control at Com Ed
di scuss this issue with Comm ssioners before you
filed this case?

A | did not and |I'm not aware of -- excuse
me, Rob, repeat the question, | want to make sure
I*'m answering exactly what you're asking.

Q ' m tal king about these statements you've
made t hat we've just discussed regarding the need
for Com Ed to meet its distribution revenue
requi rement . Did you or anyone under your contro
at Com Ed discuss this issue with the Comm ssioners
before you filed this case?

A ' m not aware of any such discussion taking
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place and I did not.

Q At Line 124 you state, Com Ed nust recover
sufficient revenue through its retail rates to
cover its cost if it is to continue to be able to
provide customers wi th adequate, safe and reliable
service, correct?

A |'"m sorry, Rob, 1've got a head cold so |
just didn't hear what you just said, | didn't hear
t hat part of it.

Q | have a head cold, too

A Repeat that, please.

Q It's Line 124, you state, Com Ed nust
recover sufficient revenue through its retail rates
to cover its cost if it is to continue to be able
to provide customers with adequate, safe and
reliable service; is that correct?

A That is correct.

Q And t hat has al ways been the case going
back to before restructuring, correct?

A Yes, that is correct.

MR. KELTER: That's all | have.

JUDGE DOLAN: Who wants to go next?
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M. Gi ordano?

MR. Gl ORDANO: Sur e.

CROSS EXAM NATI ON
BY
MR. Gl ORDANO:

Q Good morning, your Honors, |I'm Patrick
G ordano, | represent the Building Owners and
Managers Associ ati on of Chicago. M. Clark, good
to see you here this morning. In my long history
at the Comm ssion, as | recall, you are the first
chai rman and CEO of Com Ed to appearing in front of
the Comm ssion in a Com Ed rate case. And | think
you should be comended for that.

A Thank you.

Q Pl ease refer to Page 1, Lines 5 and 6 of
your direct testimny, where you stated that you
are executive vice president and chief of staff of
Exel on Corp and president of Com Ed.

A Yes.

Q Now, this was a true statement at the time
your testinony was previously filed with the | CC,

correct?
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A That is correct.

Q And isn't it true, that you are now
chai rman of and CEO of Com Ed and are no | onger an
of ficer of Exelon Corp?

A That is correct.

Q Now, ot her than your excell ent
qualifications to be chairman and CEO of Com Ed,
are there any other reasons that your job title was
changed?

A Well, | think that the first part of your
statement was a conpliment and thank you for that.
There are a number of reasons why my job title and
position changed. In fact, it is reflective of
events that were occurring late |last year, and |
felt strongly that it was necessary for Com Ed to
further demonstrate that it is an i ndependent and
separate entity fromits parent, Exelon
Cor poration.

So far and so much so, that | felt the
need to establish a separate Com Ed board with Com
Ed directors. W've always had a Com Ed board for

regul atory and financial purposes. | felt that we
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needed to give a further denonstration of the
separation of the entity and define the

i ndependence of Com Ed. We also added a number of
senior | evel executives to Com Ed, reporting to the
presi dent of Com Ed, Darryl Mtchell, who reports
to ne.

But my purposes clearly are reflected in
the events that were taking place in October and --
September, October time frame of |ast year and I
felt the need to further affirm the separate
financi al i ndependence and a separate identity of
Commonweal t h Edi son

Q Now, isn't it true that you were elected to

t he position of chairman and CEO of Com Ed?

A Yes.

Q And who el ected you to that position?

A It was a series of steps. It took
actually -- the owners of Com Ed, Com Ed is a

whol | y owned subsi diary of Exelon, and the owners
of Com Ed, in fact, are the sharehol ders of Exel on.
So it took actions by both the Exelon and Com Ed

boards, | can't recite all the steps, but | was

164



10

11

12

13

14

15

16

17

18

19

20

21

22

actually elected chairman of Com Ed by the Com Ed
directors and there are four Com Ed directors, | am
the fifth.

Q But you were elected by the Exelon Corp --
you were el ected by Exelon Corp, which is a --
which is the sole owner of Com Ed, as CEO of Com
Ed; is that correct?

A | woul d have to go back and -- | don't want
to give you a sequencing that's incorrect. My
recall of the question is | was elected by the Com
Ed board, not the Exel on board.

Q What was Com Ed's involvement in your
becom ng the chairman and CEO of Com Ed?

A Some of the Exelon directors, four of them,
in fact, Edgar Jannottta, Dick Thomas, Sue G n and
John Rogers, became Com Ed directors, and those Com
Ed directors ultimately voted nme as chai rman and
CEO of Com Ed. | resigned nmy position as president
and | was elected by that board as the chai rman and
CEO.

Q And those directors and you, as a director,

were all elected by Exelon Corp as directors; is
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that correct?

A Pat, I"m not trying to be evasive, | don't
recall the sequencing. | was elected by the Com Ed
board, | was not elected chairman by the Exel on
board.

Q | understand that, but you were elected as

a director by Exelon Corp, the sole sharehol der of
Com Ed, prior to the time that you were elected as
chai rman of the board by the Com Ed directors who
were al so elected by Exelon Corp, the sole
sharehol der of Com Ed, isn't that correct, that
that's the way it went?
A | just don't recall.
Q So you are willing to provide that as an
exhibit for the record?
A Yes.
MR. Gl ORDANO: And | think it m ght be hel pful, I
would |ike to show you BOMA Cross Exhibit 1.
(Wher eupon, BOMA Cross
Exhi bit No. 1 wasl
mar ked for identification

as of this date.)
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BY MR. Gl ORDANOC:

Q BOMA Cross Exhibit 1 is a news rel ease of
November 28, 2005, Com Ed announces new directors
and senior officers. Are you famliar with this
document ?

A | amfamliar with the press release issued
by Com Ed and this |ooks like that document.

Q And this is fromthe Com Ed website,

M. Clark. And this -- it's true, is it not, that
this document includes, so we can clarify for the
record, the announcements of the new five-nmenber
board of directors of Com Ed, and as well as the
appoi ntment of a new slate of Com Ed officers, each
wi t hout responsibilities to Exelon. And that the
rel ease al so states that the actions include the

el ection of a new board of directors and a sl ate of
senior officers who no | onger have responsibilities
at Exelon; is that correct?

A That is correct with respect to the Exelon
officers, yes.

Q But it also states here in the first

paragraph, the actions include the election of a

167



new board of directors, who no | onger have
responsibilities at Exelon, correct?

A And those board of directors acting as
directors of Com Ed, have no fiduciary
responsibility in that capacity, other than to Com
Ed, that is correct.

Q And in this press release, it also states,
does it not, and this came out when you were
el ected as chairman and CEO, that this action, your
el ection, and the appointment of a Com Ed board,
and sl ate of officers without responsibility to
Exel on, was, quote, intended to affirmthe fact
that Com Ed is an independent entity and distinct
from parent Exel on Corporation?

MR. BRADFORD: M. Giordano, can | request that
you identify where in the press rel ease your
reading fromso the witness can follow al ong?

MR. Gl ORDANO: Yes, sir.

BY MR. Gl ORDANOC:

Q lt's actually the first sentence, sorry, |

was reviewi ng the rest of it. It's the first

sentence where it says, Com Ed announced today
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several actions intended to affirmthe fact that
Com Ed i s an i ndependent entity, separate and
di stinct from parent Exel on Corporation, correct?

A That is correct.

Q Does this mean that there is no | onger any
communi cati on between the officers and directors of
Com Ed and the officers and directors of Exelon
Corp regarding financial and strategic decisions?

A No, it does not.

Q So, financial and strategic decisions of
Com Ed are still discussed with the -- between the
officers and directors of Com Ed, and the officers
and directors of Exelon?

A Pat, your question was were there any
communi cati ons?

Q Correct.

A And the answer is yes, there are. Com Ed
iIs a wholly owned subsidiary of Exelon. And for
exampl e, the Exel on CFO would have interest in the
enterprise as a whole, including the financi al
conditions of Com Ed. Deci sions involving Com Ed

and Com Ed's financial independence and financi al
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security are made by nme, the senior officers of Com
Ed and, where appropriate, the Com Ed board.

Q Can you pl ease descri be, when you said
there are communi cati ons between the officers and
directors of Com Ed, and the officers and directors
of Exel on regarding financial and strategic
deci sions, can you please descri be what
communi cations |i ke those have occurred since this
November 28th, 2005 press rel ease.

MR. BRADFORD: Could | ask for clarification on a
subject? |Is it any topic, if there has been any
communi cations on, it's an awfully broad question.

MR. Gl ORDANC:. Well, | think he can answer it.

MR. BRADFORD: Object to the form of the
gquestion.

JUDGE DOLAN: It does seemrather broad, if you
could narrowit, I"Il sustain the objection.

BY MR. Gl ORDANOC:

Q Have t here been any comuni cati ons
regardi ng proceedi ngs pending before the Illinois
Commer ce Conm ssi on?

A | would think that the Com Ed CFO woul d
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have i nformed the Exelon CEO, for exanmple, that I

am testifying today before the Illinois Commerce
Comm ssi on. Any discussions beyond that, |'m not
awar e of.

Q Do you have discussions with M. Rowe, the

chai rman and CEO of Exelon Corp?

A Yes, | do.

Q And do you have discussions with him about
t he management and financial and strategic
deci sions of Com Ed?

A John Rowe is the chairman of Exelon, the
owners of Com Ed. Exelon is the principal
sharehol der of Com Ed. So in that regard, the
answer, of course, is yes.

Q So it's your position that Com Ed is an
I ndependent entity, even though Exelon Corp still
owns 100 percent of the stock of its subsidiary Com
Ed?

A Yes, Com Ed is an independent entity, it is
financially separate from Exelon. Com Ed, as you
know, is a regulated utility. Exel on Cor poration

Is an unregul ated enterprise.
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Q Do you know of any other corporations that
have taken the position that an affiliate is an
i ndependent entity of a corporation that owned
100 percent of the stock?

A | know that there are other organizational
structures that would infer that, | don't know what
di scussi ons have been had.

Q Can you cite anything that you're aware of,
you are a very intelligent man and you review this,
' m sure you reviewed this, before you made these
announcenments did you review whet her any or
corporation in America or internationally had ever
made an announcenment that a corporation -- |
subsidiary that was 100 percent owned by a parent
was an i ndependent entity, did you review that?

A Wel |, no.

Q So you don't know?

A

My answer iS no.

Q And you don't know whet her anot her
corporation has ever made an announcement |ike
t hat ?

A | didn't say that. You asked did | review
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what ot her corporations may have done anywhere in
the world, and the answer is no. But 1"l tell you
what | did do. W did |ook at other corporate
structures, and the exanple that | would make was
going to be, for exanple, the southern companies,
the energy conpanies, and there are others, | just
can't recall themall. This is not a unique
corporate nodel.

Q But your corporate structure did not change
when you changed the officers and directors, did
it?

A | ndeed it it did.

Q The corporate structure where Exel on Corp
owned 100 percent of Com Ed and al so owned
100 percent of Exelon Generation and other
affiliates, that corporate structure did not change
when you made this announcenment about the directors

and officers; isn't that correct?

A That is not correct.
Q Can you explain how that changed?
A What did not change was the ownership.

What did change, and | think significantly, was the
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I ndependence, the separation between the utility
and t he unregul ated enterprise.

Q Isn't it true that Com Ed has a fiduciary
duty to it's sole stockhol der, Exelon Corp, to
maxi m ze Com Ed's profits to the greatest extent
possi bl e?

A Exel on Corporation has the fiduciary
responsibility to the sharehol ders of Exelon to
optim ze sharehol der value. Com Ed has a
responsibility to get its obligation served.

Q But does Com Ed have a fiduciary duty, just
| i ke any other entity, to its owner, its
stockhol der, to maxim ze profits to the greatest
extent possible?

MR. BRADFORD: Your Honor, |I'm going to object,
calling for a |l egal conclusion about fiduciary
duti es of corporations. And | would also object on
the form of the question, |I'm not aware of
corporations having fiduciary duties.

JUDGE DOLAN: I'Il sustain that objection.

BY MR. Gl ORDANOC:

Q Isn't it -- you testified that Exelon
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Cor poration has a duty to maxi m ze sharehol der
value for its sharehol der, who is Exelon Corp's
shar ehol ders.

A Well, |I'"m not an expert on the Exel on
sharehol der structure. W have financial wi tnesses
t hat can probably attest nmore to that than |, but
we're owned by a number of |arge enterprises and
I ndi vi dual sharehol ders.

Q Okay. And isn't it true that the same
concept hol ds whenever there is a sharehol der, that

there is an obligation to maxi m ze sharehol der

val ue?
MR. BRADFORD: Your Honor, I'Ill renew ny
objection, I think we're dancing around the sane

poi nt agai n.

MR. Gl ORDANO: | disagree, | didn't ask for a
| egal conclusion, | just asked -- M. Clark is the
chai rman and CEO of Com Ed, he can answer a
guestion about whether there is a duty to maxim ze
shar ehol der val ue.

JUDGE DOLAN: For what it's worth, |I'Il overrule

t he obj ecti on.
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THE W TNESS: Comonwealth Edison is a regul ated
utility with an obligation to serve 3.7 mllion
customers in Northern Illinois. | view that as ny
primary responsibility.

BY MR. Gl ORDANOC:

Q So your responsibility to your customers is
greater than your responsibility to your owner,
Exel on Corporation; is that right?

A | can only affirm what | just stated,

M. G ordano. | viewmy role as chairman and CEO
of Commonweal th Edi son Conpany to be the primary
responsibility of the utility. And that primary
responsibility is to meet the obligation to serve
3.7 mllion custonmers. | don't see anything
inconsistent with that, incidentally, in operating
in the manner that is proper.

Q Isn't it true that Exelon Corporation's
consolidated financial statement is what is
rel eased to the investment conmmunity?

A Yes.

Q And isn't it true that Exelon Corp's

financial condition has been strong during the
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10-year of the freeze on Com Ed's bundled rates,
i ncludi ng 2005 and the first three months of 20067

A Exel on, you said 10 years, and | don't
believe that's how long it's been in existence
10 years, but the years you specifically stated
2005 is correct.

Q And the first three months of 20067?

A Yes, that's correct.

Q Now, |et's focus on substantive portions of
your direct testinony, Page 5. Let's focus on the
short answer you state on Pages 5 to 6, Lines 113
to 114, in response to the question you were asked
on Page 5, Line 112. And that question, why is Com
Ed proposing increased charges for delivering
electricity.

And in response, you stated, correct,
that the short answer is because Com Ed's costs
have risen significantly over the | ast decade. At
the same time as its rates have been frozen and
reduced, correct?

A That is correct.

MR. Gl ORDANO: Before we do that, | neglected to
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move for the adm ssion of BOMA Cross Exhibit 1,
would like to do that now
MR. BRADFORD: No objection, your Honor.
JUDGE DOLAN: BOMA Cross Exhibit No. 1 will be
admtted into evidence
(Wher eupon, BOMA Cross
Exhi bit No. 1 was
admtted into evidence as
of this date.)

BY MR. Gl ORDANOC:

Q Isn't it true that you are referring to Com
Ed' s bundl ed rates when you state that rates have
been frozen and reduced?

A That is correct.

Q And isn't it true that the subject of this
case are Com Ed's delivery service rates and not
Com Ed's bundl ed rates?

A The delivery service component will be a
part of whether the rates -- let ne start again.

Whet her we're tal king about bundl ed or
unbundl ed rates, in 2007, the delivery service

conponent, distribution component, | would assume,
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woul d have been the same for either, whether they
are bundl ed or unbundl ed.

Q But the subject of this case, of whether or
not rates should be increased, this proceeding, is

an increase of delivery service rates; isn't that

correct?
A It is the increase in delivery service
rates. It will ultimately also include the pass

t hrough of the supply conponent and a small
transm ssi on component, but yes, the answer to your
gquestion would be yes.

Q So it's your position that the supply cost

is relevant, you would like to |itigate that again,

her e?
A No. | said that ultimately the supply
cost, as well as the transm ssion fees, will be

passed t hrough our rates.

Q Because if you would like to, we're ready
to go. We still have a proposal that we think you
shoul d i mpl ement, but | didn't think that the
Comm ssi on woul d want to hear that today, but maybe

t hey do. Because it's certainly not resolved yet.
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Isn'"t it true -- but let's tal k about
delivery service rates, because that's just as
i mportant. Isn't it true that Com Ed' s delivery
service rates, which are the subject of this
proceedi ng, were increased substantially in the
year 20037

A There was an increase in our delivery
service tariffs in 2003, yes.

Q So those rates have not been frozen, the
rates that are the subject of this case, correct?

A Those rates, in fact, those customers that
have | eft the system, yes.

Q When you said that those rates for
custonmers that left the system but those rates
have been increased, and you are asking for an
increase in those rates and you are asking for that

i ncrease be relevant to all customers; isn't that

correct?

A | *'m asking for an increase in the delivery
service -- in this case, |'m asking for an increase
in the delivery service tariffs that will be

applicable to all customers, that is correct.
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Q Correct. Now, in 2003, isn't it true that

there was a revenue requirenment increase in the

delivery service rates from1l.242 billion to 1.508
billion, an increase of $266 mllion or 21 percent?
And if you need to check those, we've got -- we

have the orders here, we can present them

A "1l accept that your numbers are correct,
subj ect to check. It sounds right

MR. Gl ORDANO: Your Honor, would you like to see
t hese cross exhibits of the orders? | think it's
probably a good idea. The first one.

MR. BRADFORD: If it saves time, these are orders
of the Comm ssion, | don't know that they need to
be marked as evidence in the case. Your Honor can
t ake notice of them

MR. Gl ORDANO: That woul d be fine. Maybe t he
best thing to do is just to show M. Clark the
numbers so we don't have a subject to check issue

JUDGE DOLAN: That's correct, that's fine. And
if you could just give the docket numbers, so if
anybody - -

MR. GI ORDANO: | can show you a copy so that you
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have them while we're | ooking at this.
BY MR. Gl ORDANOC:

Q | would refer you first to the order,
actually it's the amendatory order of the
Comm ssion is the | ast page of what | handed you,
M. Clark, in Docket No. 99-0117. This order was
i ssued Septenmber 9th, 19997

A Yes.

Q And it's actually the line that says Pages
137, finding 6, delete 1.255.

A Yes.

Q And insert 1.242. So isn't it true that
the revenue requirement approved in this
proceedi ng, Docket No. 99-0117 in Septenber of
1999, for Com Ed's delivery services, was $1.242
billion?

A Yes.

Q And then I'lIl refer you to the Conm ssion's
order in Docket No. 01-0423, finding No. 7 on Page
155. Isn't it true that that shows --

A Yes, it does.

Q That the jurisdictional revenue requirement
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for delivery services is $1.507 billion?
A Yes.

Q Or 1.508 if you round it. And that is an

i ncrease of 266 mllion, correct?
A That is correct.
Q And you woul d accept, subject to check,

that that is the 21 percent increase?

A Sounds right.

Q So isn't it true that the |l evel of Com Ed' s
bundl ed rates are irrelevant to the Comm ssion's
delivery service rates -- decision on Com Ed's
delivery service rates, which the Conm ssion is
making in this case?

A l'"m sorry, would you repeat that question?
Did you say relevant or irrelevant?

Q Irrelevant. The |evel of Com Ed's bundl ed
rates are irrelevant to the Conm ssion's decision
on Com Ed's delivery service rates in this case?

A Bundl ed delivery service rates.

Q | can el aborate. Isn't it true that we're
here to deci de whether or not the delivery service

rates are adequate, that's the only issue in this
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case, correct?
A | think that that is the principle issue in

this case, yes.

Q And those rates have not been frozen,
correct?
A The delivery service tariff rates have not

been frozen, that is also correct.

MR. Gl ORDANCO: All right. | would like to mark
BOMA Cross Exhibit No. 2.

BY MR. Gl ORDANO:

Q ' m showi ng you what we've marked as BOMA
Cross Exhibit 2. This is a portion of rate RCDS,
Com Ed's rate RCDS, Retail Customer Delivery
Service rate. It says it was date effective

April 7, 2003 and it was issued by you, F.M Clark

as president; isn't that correct?
A Yes, that is correct.
Q Now, isn't it true that this exhibit shows

that there have been increases in all of the
charges, charged to nonresidential delivery service
custonmers, that is the monthly customer charge, the

standard metering service charge and the
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distribution facilities charge, on an annual basis,
since June 20037
A The answer is yes, although if you want nme
to go line by Iine on this tariff sheet, | am not
the rate design expert, we do have wi tnesses that
|"ve introduced in my testinony who i ndeed are rate
di scussi on experts and would go over the sheet in
great detail.
Q | think it speaks for itself.
MR. Gl ORDANO: | would like to move for the
adm ssion of BOMA Cross Exhibit 2.
MR. BRADFORD: No objection, your Honor.
JUDGE DOLAN: Exhibit No. 2 will be admtted into
evi dence.
(Wher eupon, BOMA Cross
Exhi bit No. 2 was marked for
identification and admtted into
evi dence as of this date.)
BY MR. Gl ORDANOC:
Q So you would agree the issue relevant to
t he Commi ssion in making the decision in this case

is whether Com Ed's current delivery service rates,
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whi ch have been substantially increased every year
since 2003, provide a reasonable return on Com Ed's
di stribution plan, correct?

A No, | would say that the issue in this case
is whether Com Ed's revenues equal Com Ed's costs,
effective 1/1/07. In other words, whether our

revenue requirement meets the costs that Com Ed

will incur in order to continue to providing our
reliable electricity to 3.7 mllion customers.
Q Right. The issue is whether these tariffs,

these existing tariffs, need to be increased to

provide Com Ed a reasonable return on its

di stribution plan. Com Ed is still -- isn't that
correct?
A The nore correct statement, M. Gi ordano,

woul d be that all the tariffs that are applicable
to the delivery service -- the distribution
business in total, those tariffs provide a revenue
stream sufficient to meet Com Ed's costs and in
turn to allow Com Ed to continue to invest in the
upgrade and making the system  That would be

correct.
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Q But that tariff is rate RCDS, isn't it?

A That is correct.

Q So that's the tariff that's relevant, thank
you. "1l withdraw the | ast question.

A You didn't --

Q Go ahead.

A There may in fact be other tariffs as I
I ndi cated, |'m not the rate expert on every tariff
that is applicable in the delivery service case, we
do have witnesses that are. Clearly this is the
relevant tariff.

JUDGE DOLAN: Mr. G ordano, hold on, we are going

to switch court reporters.

(Change of reporters.)
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(Wher eupon, there was a
change of reporter.)

JUDGE DOLAN: Go ahead and proceed
M. G ordano.

MR. Gl ORDANO: Thank you.

Q But you woul d agree that rate RCDS is your
retail customer delivery service tariff, correct?

A Yes, | do.

Q And there are no other tariffs before the
Comm ssion that are relevant to the Comm ssion's
decision in this case, any other delivery service
tariffs you may refer to as, what, a transm ssion
tariff that's provided by FERC?

A As | indicated, there are other tariffs. I
can't tell you every other tariff that's applicable
for change as a result of the change in our

delivery service tariffs. There are witnesses who

will come after me who can.

Q But this is the retail customer delivery
service tariff and it applies to -- ny
under st andi ng, and correct me if I"'mwong -- it

applies to all residential delivery service
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custonmers and all nonresidential delivery service
custonmers, and that will mean it will apply to all
customers post 2007, correct?

A That is correct.

Q Thank you.

Pl ease refer to Page 7, lines 146 to 147

of your direct -- | mean lines 146 through 147
where you testify that ConmEd' s proposed delivery
service tariffs advance important policy goals and

items fromthe Conmm ssion's post 2006 initiative,

correct?
A Yes.
Q Now, I'd like you to please refer to

Page 28 of the final report of the rates worKking
group of the post 2006 initiative which is attached
to your testimny as ConmEd Exhibit 1.3, and I'd
| i ke you to please refer to question and answer 48
on Page 28 of that report, the question and answer
related to delivery cost recovery and rate design.
Can you please refer to that?
A Yes, | am |l ooking at it now.

Q Okay. And isn't it true that that answer
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states that during any restructuring of rates to
accurately reflect the cost of providing delivery
and customer services, the Comm ssion could --
shoul d consider traditional rate design principles,
and the first three principles listed as
traditional rate design principles are
reasonabl eness, rate continuity, and avoi dance of
rate shock; is that right?

A Yes.

Q Now, please refer to Pages 8 to 9, |ines

186 to 187 of your direct where you testify that --

A ' m sorry, where are you now?

Q Page 8 of your direct, lines 186 to 187.
A Okay.

Q

Where you testified that the rates filed by
ComEd in this proceeding are designed to be
consistent with and, where applicable, to inplenment
each of the consensus items; and one of the
consensus items you mentioned is rate design and
rate setting mechani sms, correct?

A Yes.

Q Now, isn't it true that despite this
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statement, ConEd filed proposed tariffs in this
proceedi ng requesting a 133 percent increase from
$2.34 per kilowatt to $5.45 per kilowatt in

di stribution facilities charges for consumers who
use -- who have peaks in electricity demand of over
10 nmegawatts?

A | didn't do the math you just did, but
subject to check, let's assune that that math is
correct. And nmy response would be if that's the
way the arithmetic works, then that would be an
accurate statement.

Q Do you believe that that proposed rate
filing is consistent with the traditional rate
design principles of reasonabl eness, rate
continuity, and avoi dance of rate shock?

A | believe that that is consistent with cost
of service analysis, and you woul d appropriately
all ocate costs to the customers that, in fact,
drove that cost.

Q But | asked you whether it's consistent
with these traditional rate design principles of

reasonabl eness, rate continuity, and avoi dance of
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rate shock?

MR. BRADFORD: Your Honor, | would ask that
M. G ordano read the entire sentence as opposed to
just a clause out of it because the predicate to it
says the rates working group reached consensus t hat
during any restructuring of rates to accurately
reflect the actual costs to providing delivery and
custonmer services. | think that that context is
I mportant.

MR. Gl ORDANO: | did read that. W can go back
and check the transcript. That's exactly what |
sai d. I read that during any restructuring rates
to accurately reflect the actual costs of providing
delivery and customer services, the Conm ssion
shoul d consi der, and so forth.

THE W TNESS: That is why | responded the way I
did, M. G ordano, that, in fact, | think that our
rate design -- again, the rate design expert will
follow me in testimony and you can direct these
gquestions at that gentleman -- but | believe that
the rates proposed in this filing do, in fact,

follow the principles that you're describing, and
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they do accurately reflect the cost of service
And the allocation of that cost is appropriately
di stributed through the rate design proposed in
this case.

MR. Gl ORDANO: Q So you think that a 133
percent rate increase avoids rate shock?

A | think that the cost drivers are the cost
drivers and that in order to provide reliable
electricity, in order to continue to have the
adequate resources to invest in the infrastructure
so that we can continue providing reliable
electricity requires us to recover the costs from
the cost drivers, yes, | do.

Q But the rates that were in effect now were
proposed by ComEd and approved by the Comm ssion,
correct, the $2.34 rate --

A Yes.

Q -- was proposed by ConkEd and approved by
t he Conm ssion?

A That is correct.

Q That was in 2003, correct?

A That is correct.
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Q Do you agree that nonresidential consunmers
who heat their facilities with electricity would
receive much | arger overall rate increases than
nonresi dential non space heating customers if
ConEd' s proposed tariffs are approved?

A | believe that is a correct statenment, but
I|'"mgoing to also add that if you want to get into
specific discussions of rate design, | do not
purport to be a rate design expert. |'m generally
famliar with the tariffs that are being proposed,
and the answer to your question is yes. | believe
t hat Paul Crunrine and others are rate design
experts.

Q Let me refer you to BOMA's Cross Exhibit 4.
This is a portion of your cross-exam nation in |ICC
Docket nunber -- 3, sorry, BOMA Cross Exhibit 3.
It's a portion of your cross-exam nation in |ICC
Docket No. 05-0159, also known as the procurement
case.

This is Pages 217 and 218 of your
testinmony in | CC Docket No. 05-0159, correct?

A Yes, it is.
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Q Now, you testified in that case, did you
not, that the question of rate shock -- this is
Page 217, line 20, through Page 218, line 9 -- that
t he question of rate shock for nonresidential space
heati ng custonmers can be nmore appropriately
addressed when ConEd files their delivery services
rate filing and that the issue will be nore

properly debated and di scussed in that docket,

correct?
A Yes.
Q Isn't it true that despite your testinony

to that effect in that prior case, ComEd has not
proposed any method of mtigating the rate shock
for nonresidential space heating consumers in this
proceedi ng?

A In this proceeding, | believe that is a
correct statenent.

MR. Gl ORDANO: Thank you, M. Clark.

Thank you. | have no further questions.

l'"d like to nove for the adm ssion of BOMA's Cross
Exhi bit 3.

JUDGE DOLAN: Any objection?
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MR. BRADFORD: No objection.

JUDGE DOLAN: All right. BOMA Cross Exhi bit
No. 3 will be admtted into evidence.

(Wher eupon, BOMA Cross
Exhi bit No. 3 was
admtted into evidence as
of this date.)

JUDGE DOLAN: M. Townsend, are you ready?

MR. TOWNSEND: Yes, your Honor. Thank you,
your Honors.

CROSS- EXAM NATI ON
BY
MR. TOWNSEND:

Q Chris Townsend appearing on behalf of the
Coalition of Energy Suppliers.

Good morning, M. Clark.

A Good morning, M. Townsend.

Q | f you could please turn your attention to
your direct testimony at |ines 149 through 155.
Let me know once you've had a chance to review
t hat, pl ease.

JUDGE DOLAN: M. Townsend, what page did you
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say?

MR. TOWNSEND: It's Page 7 of 11 of the direct
testinony, lines 149 to 155.

THE W TNESS: Yes, | have just reviewed it.

MR. TOWNSEND: Q Based upon ComEd' s experience,
woul d you agree that effective conpetition and
reliance upon markets result in | ower cost utility
service for customers?

A It is my belief that that is true, yes.

Q Do you agree that effective conpetition in
the electric markets creates opportunities for new
products for customers?

A | believe it creates many conpetitive
opportunities that would not otherw se exist
i ncluding the possibility of the new technol ogy --
service gaps.

Q Do you agree that effective conpetition in
the electric markets creates opportunities for new
services for customers?

A Yes.

Q Woul d you agree that ConEd' s customers have

benefitted fromthe introduction of conpetition
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into the retail electric market?

A Yes, | believe they have benefitted very
much starting with not only frozen delivery rates
but also a 20 percent rate reduction that, to the
best of my know edge, has resulted in close to
$4 billion in savings over rates that would have
ot herwi se exi sted.

Q Woul d you agree that commercial and
i ndustrial customers have also benefitted fromthe
I ntroducti on of conmpetition in the retail electric
mar ket ?

A Yes. | don't have an actual nunmber, but |
believe that they have saved literally hundreds of
mllions of dollars over the last -- since the
enactment of the 1997 restructuring | aw because of
competition and having alternate supplies that they
can procure power from

Q Does ConmEd want to bring the benefits of
conpetition to residential and small comrerci al
customers?

A Yes.

Q Woul d you agree that ComEd shoul d adopt
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policies that encourage the devel opment of customer
choice for all Illinois consumers in your service
territory?

A Yes.

Q Why is it inportant for ComEd to adopt
policies that encourage the devel opment of customer
choi ce?

A Well, one would be followi ng the 1997
restructuring law, the core of which was the beli ef
that conmpetitive -- that conmpetition would provide
greater efficiencies and gradually | ower prices for
all customers including, obviously, the residential
customers.

Q Woul d you agree that to further the goal of
advancing customer choice that it is appropriate
for ConmEd to adopt policies and procedures that

maxi m ze operational and adm nistrative efficiency?

A Yes.
Q l'd like to turn your attention to your
direct testimony at lines 159 to 166. Let me know

once you've had a chance to review that.

A Yes, | have reviewed it.
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Q Do you agree that in order for there to be
effective conmpetition in the electric markets that
ComEd' s supply costs nust be reflected in the
generation component of ConEd's rates?

A Yes.

Q And, |ikew se, do you agree that in order
for there to be effective competition in the
electric markets that ConEd's delivery services
costs nust be reflected in the delivery services
component of ComEd's rates?

A Yes.

MR. KELTER: Objection, your Honor. This is
friendly cross.

MR. TOWNSEND: | hope that we can get agreement
that there should not be cross subsidies, but this
Is one of the primary drivers of the testimony of
the Coalition of Energy Suppliers is that it's
I mportant to renove these types of cross subsidies
fromthe rates that ComEd has introduced. And so
the fact that he agrees that this fundanmental
principle is true, although we may have agreement

on that fundamental principle, we do have
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di sagreement as to whether or not the rates are
able to achieve that. That's the perspective of
the Coalition of Energy Suppliers. That's not
friendly cross.

JUDGE DOLAN: | will allow it, but -- go ahead
and proceed.

MR. TOWNSEND: Thank you.

Q You woul d agree, M. Clark, that in order
for there to be effective competition there cannot
be cross subsidies from the generation conponent of
the rates to the delivery services conmponent of
ConEd' s rates, correct?

A That is generally a correct statenment. I
believe that the intent of the workshops and the
reports fromthe staff of the Conmm ssion and
others, as | recall them made it very clear,
again, that the cost drivers -- that these costs
shoul d be all ocated by those customer cl asses that
actually create the costs.

Q And that's true both -- that is true for
t he separation between delivery services costs and

generation costs as well, correct?
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A That is correct.

Q l'd like to turn your attention to your
Exhibit 1.2.

That is the final staff report regarding
t he post 2006 initiative, correct?

A Yes. Just give ne a noment to find it.
Yes.

Q Why have you included that staff report as
an exhibit to your testinony?

A Well, the three exhibits including the 1.2
report of the Illinois Comerce Comm ssion staff |
think affirms and continues to make a denonstration
of the effect of the Illinois restructuring |aw of
1997. It shows the benefits of competition that
will receive in all customer classes including the
residential class, and it -- as | recall, the
report goes on to continue to enmphasize the
i mportance of having rates and tariffs and prices
that will continue to reflect the conpetitive
mar ket pl ace which ultimately is believed to be the
best | ong-term opportunities for |ower rates for

residential consumers, all consumers, as well as
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all the other benefits that |ocal -- the
conpetitive marketpl ace.
Q Does ConmEd generally agree with staff's

conclusions that are reflected in that staff

report?
A Yes.
Q And there are provisions in the staff

report that relate directly to residenti al
conpetition?
A Yes, there are.

Q | direct your attention to the report

begi nni ng at Page 32. Let me know once you've had

a chance to review that segnment

A Are you one or two or the -- what did you
say?

Q The section that begins at Page 32.

MR. BRADFORD: Roman numeral two, M. Townsend,
status of and prospects of residential retail
conpetition?

MR. TOWNSEND: That's correct.

Q | guess specifically if you could please

turn your attention to the section that begins on
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Page 34 also entitled section A the potenti al
measures to interest suppliers in serving
residential customers.

A Okay.

Q The third sentence in that section reads,
quote, some nmeans nust be found to encourage
suppliers to enter the market if residential
conpetition is ever going to get off the ground.

Do you see that?

A Yes, | do.

Q Do you agree with that conclusion?

A Yes.

Q If I could turn your attention to Page 35

of the report, the second paragraph, do you see the
first sentence that reads, quote, the nost useful

I nformati on about the potential for residential
conpetition mght come from exam ning the

experience in other states and from the residenti al

nat ural gas choice programs in Illinois, unquote?
A Yes, | see that.
Q Do you agree with that conclusion?
A Yes, | do.
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Q ConmEd has a sister company with utility
operations in Pennsylvania, correct?

A Yes.

Q And by the end of the year, ConEd I|ikely
wi Il have another sister company with utility
operations in New Jersey, correct?

A | hope so.

Q Woul d you agree that it would be useful to
exam ne the experiences that those conpani es have
had with residential conpetition to informthe
Comm ssi on regarding policies that m ght encourage
residential conpetition?

A Yes, | do.

Q Do you see the next paragraph of the
report; it begins, quote, several characteristics
of the natural gas choice prograns that seem to
have attractive ARGS, alternative retail gas
suppliers, to the small volume natural gas marKket
may be applicable to the small volume electric
mar ket, unquote?

A Yes.

Q Do you agree with that conclusion?
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A | can't say that I"'mfully -- I'"m not that
knowl edgeabl e on gas -- on the gas markets. The
statenment seems correct, though.

Q And in that paragraph, the report discusses
aspects of the natural gas market that may be able

to attract alternative retail electric suppliers to

Il'linois |ikew se, correct?

A Yes, it does.

Q And the second recomendation is that, or
observation, is, quote, natural gas utilities offer
billing services for ARGS, which the majority of

the ARGS utilize. The fact that electric utilities
do not offer these services is likely to -- is
l'i kely a factor discouraging suppliers from
entering the market, unquote
Do you see that?
A Yes, | do.
Q Do you have any basis to dispute that

concl usi on?

A | don't know that | agree with it; but,
again, that's not an area where | feel | have
know edge.
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Q Have you presented any evidence di sputing

t hat concl usi on?

A Not that |I'm aware of.

Q Do you have any basis to dispute that
concl usi on?

A | don't have any basis to agree or
di sagree.

MR. TOWNSEND: Not hi ng further, your Honors.

JUDGE DOLAN: M. Jolly?

MR. JOLLY: The City has nothing.

JUDGE DOLAN: Does the Cook County State's
Attorney?

MR. KAM NSKI : No cross.

JUDGE DOLAN: CES, Mr. Robertson -- that was

you. Okay. So you're the only one left, | guess.

CROSS- EXAM NATI ON
BY
MR. ROBERTSON:
Q Still good norning, M. Clark.
A Good morning, M. Robertson.
Q My name is Eric Robertson. | represent

I[l1Tinois Industrial Energy Consumers in this

the
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proceedi ng.
| wanted to ask you about a portion of

your direct testimny at Page 6, lines 138 to 140,
whi ch | think you've already discussed.

A Yes.

Q There you state that ComEd has a source or
had a source of revenues during the transition
period which were designed to particularly -- or

partially mtigate stranded costs; is that correct?

A That is correct.
Q Now, is it correct that you are continuing
to receive sonme of those revenues and will continue

to receive themthrough the end of this year?

A That is correct.

Q And when you use the term stranded costs,
what type of costs were you referring to?

A Any of the costs that we would have
collected over a multiple nunber of years that we
don't have the opportunity to collect in a much
nmore constrained, nmuch shorter transition period;
all of our costs with planned investnents, et

cetera.
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Q And woul d you agree with ne that the
primary el ement of stranded cost was the company's
investment in its generating capacity?

A That was a | arge piece of it.

Q And is it also correct to say that the
company no | onger owns generation?

A That is correct.

Q So going forward, there will be no stranded
costs to recover associated with generation; is
t hat correct?

A That is correct.

Q What were the specific sources of revenue
whi ch you reference in your testimony?

A The principal source of revenue that | was
referring to is the loss of the CTC which wil
occur at the end of -- at the end of this year.

And, again, there are other expert witnesses who
will follow me that can go into greater detail.

The 1997 law, | believe it is called the
| ost revenue formula, something close to that, said
the transitional period was intended to make

utilities in the state essentially whol e and
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provi de an opportunity to recover or mtigate as
much of their stranded costs, stranded investnents
t hat they coul d.

Q Part of the mtigation that the conpany
undert ook was the transfer of its nuclear and
fossil units?

A That is correct, the transfer of our
nucl ear reactor to solar and fossil.

Q And the charge that you referred to as the
| ost revenue charge, that's known as the

conpetitive transition charge?

A That is correct.
Q And that conpetitive transition charge is
determ ned on the basis of the -- by taking the

revenue the conpany woul d have |i kewi se perceived
under its fully bundled rates fromthe customer and
deducting from that revenue the revenue the conpany
receives for delivery service; is that correct?

A | believe, M. Robertson, that is how the
formul a works.

Q And al so deducted fromthat revenue is

something called the statutory mtigation factor?
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A That is also correct.

Q And al so deducted fromthat revenue was a
an additional element known as the market value; is
t hat correct?

A Yes.

Q Now, isn't it true that under that formul a
if the company did not |ose any revenue it did not

recover a transition charge?

A Yes.

Q And woul d you agree with nme that the
conpany has approximately 3.6 mllion customers?

A Yes.

Q Woul d you agree with me that approxi mately
21,000 of those customers have elected to take
service froma supplier other than the conpany?

A | don't know the exact number anynore.

That sounds very reasonabl e.

Q So the conpany has | ost revenue associ at ed
with 21,000 customers and retained the full revenue
associated with the remaining 3.6 mllion?

A As you know, the 21 -- assum ng the 21,000

number is correct, that is a substantial portion of
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our overall load. So the revenues that were
affected would not have been small.

Q And is it true now that for the mpst part
customers are not paying the transition charge who
are on delivery service?

A "' m going to answer that, but I'll answer
it with a caveat, again, | believe witnesses |ike
Paul Crunrine will have better command of the
speci fics. But generally | think your statement is
true.

Q And the reason for that is in this fornula
If the market val ue exceeds the bundl ed service
rate, the market value of the formula, then the
conpany woul d not recover any transition charge; is
t hat correct?

A That is correct.

Q And when the market val ue exceeds the
bundl ed service rate, that means that the cost of

power and energy exceeds the bundled rate, isn't

that correct, in the market?
A Yes.
Q And if the -- taking the conmpany as a whol e
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and its affiliates, would it be true to say that
when the market val ue exceeds the bundled service
rate the conmpany is not |osing any revenue?

A Taken as a whol e, Exelon Generation would
not be losing in that scenario.

Q Now, | think at Page 6, lines 137 and 138
of your testimony, you discuss the need for the
conpany to obtain sufficient revenues to pay for
i nvest ment and assets to provide delivery service;
Is that correct?

A That is correct.

Q Now, do you believe that the conpany's
rates should be designed such that the conpany
recovers costs that are not associated with
providing delivery service?

A | think I understand your question,

M. Robertson, so I'Il answer it and tell you how

"' m answering it.

| believe that Commonweal th Edi son as a

regul ated utility has an obligation to serve, and
t hat obligation to serve requires it to recover

fromits customers the cost of providing service.
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And our tariffs should reflect the total costs of

providing that service associated with the

obligation to serve

Q And the service that we're speaking of in

this particular case is delivery service?

A We're tal king at this point specifically

the delivery charges.

Q So you would then agree with me that

t hose

rates shoul d be designed to specifically allow the

conpany to recover the cost

of providing delivery

service, not providing telephone service, for

exanpl e?
A Yes.
Q And the rates should be set to recover the

costs associated with investing in the assets

needed to provide that delivery service; is that

correct?
A Yes.

Q And t hey shoul dn't

associ ated with other aspects which are not

providing delivery service;

t hat?

reflect i nvest ment

woul d you agree with

used in
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A | agree with what you're saying. "' m not
exactly sure of how you mean it, but your statenent
appears correct.

Q Now, at Page 8, lines 164 to 165 of your
direct testinmony, you talk about the fact that the
proposed tariffs in this case facilitate efficient

retail conpetition; is that correct?

A Yes.

Q Now, one of the reasons as | understand
your testimny -- you can correct me if |I'm
wrong -- that you believe that these rates pronote

efficient retail conpetition is the inmplementation
of the company's conpetitive procurement
met hodol ogy; is that correct?

A When you -- yes, in total, yes.

Q And are you famliar with ComEd's rider

CPP- A?

A In a general sense, yes, of course.

Q And CPP-A is a -- one of the products that
wi Il be furnished as a result of the auction; is

t hat correct?

A That is correct.
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Q And that is annual fixed price product; is
t hat correct?

A That is correct.

Q Now, do you believe that efficient
conpetition is pronoted by the availability of that
product through the auction?

A Yes.

Q And why do you believe that?

A Well, again, |I'Il give you my explanati on,

but you can follow up and get more detail from

people like Bill -- 1 believe Bill McMIIan
(phonetic) will testify, who are market experts. |
don't purport to be a market expert. But | believe
that the auction itself which will provide choice

of supply to the whol esale level to all of our
customers, even indirectly our residenti al
customers, will provide the | owest possible costs
they've passed through to those customers. That's
a general statement. And providing an opportunity
for a fixed price tariff for the customers who have
t he opportunity to need to use it is, | think, an

addi tional safeguard.
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Q Do you believe that it will pronote
efficient conmpetition because it is based on the

mar ket price of electricity?

A Pardon me.

Q Do you believe --

A No, | was coughing.

Q Do you believe that the auction wll

pronote efficient conpetition because it produces
price that is based on the market price of
electricity?

A Yes.

Q Do you believe that third party suppliers
wi |l have the opportunity to conpete against that
ki nd of price?

A Yes.

Q Now, at Page 11 of your direct testinony,
lines 263 to 265, you suggest that the proposed
rates in this case will provide ComEd with funds
needed to provide reasonably priced electric
service; is that correct?

A Yes.

Q What do you mean by reasonably priced

a
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A By that | mean the | owest price option
resulting from a conpetitive process; in this case,
the reverse auction that's being proposed.

Q And did you have in mnd reasonably priced
delivery rates when you made that statement or just
the prices fromthe conmpetitive auction?

A No. It's intended to cover the prices that
are passed through our rates in total to our
customers.

Q Now, is part of the concept of a reasonably
priced product the idea that the price is stable
over time as well ?

A Yes.

Q And why would it be important to offer

customers a product that was stably priced?

A Well, when | said yes, | mean stability in
the sense that the -- we're focusing strictly on
the delivery component -- cost that we're passing

on that have been found to be just and reasonable
prudently incurred costs and no other costs.

Q At this location in your testinmny, you
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were tal king about both delivery service and the
power procurenment auction; is that correct?

A Yes.

Q And the power procurement auction secures
the conmmodity conmponent of the bundled service rate
for ComEd's customers; is that correct?

A Correct.

Q You believe it is inmportant to provide
customers with stability vis-a-vis prices in

relation to that commodity product?

A Yes.
Q Now, woul d you agree with me that there are
customers on the ComkEd system who will not have

access to that product under the ConmEd approach?
A Rest ate your questi on.
Q Let me ask specifically. I won't be so
faceti ous about it.

Woul d you agree with me that all the
customers 3 megawatts and over will not have access
to that stably priced product --

A The product that you referred to before?

Q That's correct.
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A That is correct.

Q Now, as | understand it, it is your
position that ComEd is currently earning a return
on rate base; is that correct?

A That is correct.

Q And your testimny also suggests that you
need to recover the |level of revenues requested in

your rates because you need those to provide safe

and reliable service; is that correct?
A That is correct.
Q Now, has ConmEd been in your -- how |l ong

have you been with the company?

A 40 years.

Q Has ComEd been able to provide safe and
reliable service over that period of tinme?

A l'd like to think so.

Q Now, woul d you agree with me that at the
Comm ssion or the Comm ssion staff in this case has
actually proposed a roughly $30 mllion decrease in
ComEd' s delivery service rates; is that correct?

A Yes, that is ny recall.

Q Now, woul d you agree with me that in 1983
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ConEd entered into a settlement and approved by the
Commi ssi on establishing just and reasonable rates
whi ch produced a refund and rate reductions of $1.2
billion?

A Subject to check, | would agree with that.

Q And ConmEd was able to provide safe and
reliable service even in the face of a $1.2 billion
rate reduction and rate decrease; is that correct?

A That is correct, but it was also foll owed
by subsequent rate increases.

Q And as | understand it, as part of the
conpany's mtigation approach in disposing of its
generating units, it believed that it was reducing

Its regulatory and pricing risk; is that correct?

A |*'m sorry, reask the question.
Q Well, you indicated earlier today that the
fact that the conpany -- that there was regul atory

pricing risk associated with the conpany's
ownership of its generating units; is that correct?
A That is correct.
Q And was that -- what was the regul atory

ri sk that you were speaking of?
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A Well, | said risks, as |I recall, both to
t he conmpany and its customers. There were a number
of reasons why -- is your question why we chose to
move our nucl ear power plants --

Q No. What -- when you use the term
regul atory risk, what were you speaki ng of?

A A nunmber of things. All the cost
uncertainty associated with the fossil -- with the
nucl ear plant, the decomm ssioning costs, our
retrofitting costs, and frankly the fact that the
pl ants had not run particularly efficiently up
until virtually the md 1990s and the feeling --

t he t hought process then, as | recall, was that
putting those plants in a conmpetitive environment
was the best way to either run them well or shut
them down. And that was right around the time
when, in fact, we shut down the Zion nucl ear power
pl ant .

So | was speaking of risks to our
consumers as much as ultimate risk to the conmpany
Those risks were then moved from our customers

really onto the unregul ated ex-gen that was al so
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created.

Q They were al so moved from ConmEd to its
unregul ated affiliate?

A Exactly.

Q And the pricing risk faced by ComEd and its
customers associated with the generating units,
what was that?

A Just the uncertainty of continuing our rate
i ncreases associated with, in some cases,
unacceptably | ow performance.

Q Now, woul d you agree with me that the power
procurement methodol ogy you reference in your
testinony will mean that suppliers of the auction
product will manage all risk associated with
serving Conmed' s load including volumetric ri sk,

m gration risk, and congestion costs?
A | believe that is a correct statement.
Q Now, at Page 7 beginning at line 149, you

di scuss the belief that the benefits of effective

conpetition -- your belief in the benefits of
effective conmpetition have been borne out; is that
correct?
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A Yes.

Or words to that effect.

You mentioned 4 billion in savings in
response to M. Townsend. My question to you is:
Roughly 3 billion of that was related to the

residential rate reduction, wasn't it?

A At | east that much, yes.

Q And the remai nder was a function in part
of -- that was mandated by the | egislature as part
of the adoption of the 1997 law, is that correct?

A That is correct. A 20 percent rate
reduction for residential custonmers, yes.

Q And al so mandat ed, would you agree, that
anot her substantial portion of the remaining anmount
had to do with the statutory mtigation factor?

A Yes.

Q And that was mandated by the | egislature;
Is that correct?

A That is also correct.

Q So neither one of those were directly
associated with conpetition; is that correct?

A That's technically correct, but they would

224



10

11

12

13

14

15

16

17

18

19

20

21

22

not have been put in place if the State were not
willing to move towards a competitive nodel for
supply.
MR. ROBERTSON: | have nothing further. Thank
you, M. Clark.
THE W TNESS: Thank you.
JUDGE DOLAN: Anyone el se have any questions for
M. Clark?
Al'l right. Thank you, M. Clark. You
may step down.
MR. BRADFORD: Your Honor, just have one area of
redirect.
JUDGE DOLAN: " m sorry. Sur e.
REDI RECT EXAM NATI ON
BY
MR. BRADFORD:
Q M. Clark, you remember M. G ordano asked
you a series of questions about delivery rate
i ncreases, standard metering increases.
Do you renmenber that |ine of questions?
A Yes, | do.

Q For ComkEd's bundl ed customers, that is,
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customers that took both delivery and supply from
Comed, did they pay any increase in their rates as
a result of those delivery rate increases?

A They di d not.

Q Why did those customers -- what percentage
of ConmEd's customers were bundled customers during
t hat period of time?

A About 3 and a half mllion versus 20 or
30,000 that -- of our |argest customers who chose
ot her suppliers.

Q Why is it that despite those delivery rate
I ncreases the vast majority of ComEd's custoners
did not pay any increase in rates and Comed did not
receive any increase in revenues?

A Because there was a statutory rate freeze
t hat was enacted in the 1997 restructuring | aw, and
for the residential customers in addition to the

freeze, there was a 20 percent rate reduction also

in, | believe, 1995 rates.

MR. BRADFORD: | have nothing further, your
Honor s.

MR. Gl ORDANOC: | have a few questions related to
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t hat.
RECROSS- EXAM NATI ON
BY
MR. Gl ORDANQC:

Q Regar dl ess of whether certain ComEd
customers paid the delivery service rate increases,
those delivery service rate increases every year
till 2003 through 2006 still occurred, correct?

A Yes, they did.

Q And isn't it true that the delivery service
rate increase that you're asking for in this case
Is on top of those increases that have already
happened to ComEd's delivery service rates?

A That is correct.

MR. Gl ORDANOC: Not hi ng further.

JUDGE DOLAN: Thank you.

MR. BRADFORD: Not hi ng el se, your Honors.

JUDGE DOLAN: All right. Thank you.

M. Costello, we have till -- we have
our court reporter till 12:15, so we can either
start and then break for -- take a break at 12:15.

MR. RIPPIE: Your Honors, | was going to ask if
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| could take three or four m nutes.
JUDGE DOLAN: We'll take a short break.
JUDGE HALOULOS: 10 m nutes.
MR. RIPPIE: There are a couple crosses of

M. Costello that are scheduled for very short

periods of time. If the parties wouldn't mnd, we
m ght able to fit those in while we still have the
reporter.

JUDGE DOLAN: Okay. Take a ten-m nute break.
(Wher eupon, a short break was taken.)

JUDGE HALOULOQOS: Back on the record now.

| believe that M. Costello is schedul ed

to testify next.

MR. RIPPIE: That is correct, your Honors.

M. Costello is present. Do you wish to swear him

now.

(Wtness sworn.)
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JOHN T. COSTELLG,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY
MR. RI PPI E:
Q Coul d you pl ease state and spell your ful

name for the record.

A John T. Costello, C-o0-s-t-e-I-1-o0.

Q M. Costello, has surrebuttal testinony
been prepared by you or under your direction and
control for subm ssion to the Illinois Commerce
Commi ssion in this docket?

A Yes.

Q | s that prefiled surrebuttal testimony
desi gnated ConmEd Exhi bit 30.07

A Yes.

MR. RIPPIE: For the record, your Honor, ComEd
30.0 was filed on E Docket through docket -- under
E Docket No. 166359

Q M. Costello, are there any additions or

corrections that you wish to make to ComEd
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Exhi bit 30?

A No.

Q If | were to ask you the same questions
t hat appear in ComEd Exhibit 30 today, would you
give me the same answers?

A Yes, | woul d.

Q Has prefiled rebuttal testimny also been
prepared by you or under your direction and contr ol
for subm ssion to the Comm ssion in this case?

A Yes.

Q | s that prefiled rebuttal testimony
desi gnated ConmEd Exhi bit 13 Corrected?

A Yes, it is.

Q Are there attached to that testinony
Exhibits 13.1 and 13. 27

A Yes.

MR. RIPPIE: For the record, your Honors, ComEd
Exhibit 13 Corrected and Exhibits 13.1 and 13. 2,
the former of which has both a confidential and
public version, have been filed on the E Docket
system 13.0 Corrected is No. 166755, 13.1 is

162090, and 13.3 is 162092. We al so have hard
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copi es of that document available if the parties
have not received it. It was, | believe, filed on
either Friday or yesterday.

JUDGE DOLAN: M. Rippie, did you say 13 --
there was 13.1 and 13.2, right?

MR. RI PPl E: Yes.

JUDGE DOLAN: You said 13.3 when you identified
t he docunment, so | just wanted to...

MR. RIPPIE: | apologize, sorry.

JUDGE DOLAN: That's okay. Just trying to keep
it straight.

MR. RIPPIE: 1It's 13.0 is the testinmny, and the
exhibits are .1 and . 2.

JUDGE DOLAN: Thank you.

MR. RIPPIE: Q Other than as updated in your
surrebuttal testimony ComEd Exhibit 30, are there
any corrections or revisions you wish to make to
Exhi bit 13.0 Corrected?

A No.

Q If I were to ask you the same questions
t hat appear on that exhibit today, would you give

me the same answers?
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A Yes, | woul d.

Q Has prefiled direct testinony al so been
prepared by you or under your direction and control
for subm ssion to the Comnm ssion in this docket?

A Yes.

Q | s that ComEd Exhibit 3.0 including the
appendi x thereto?

A Yes.

MR. RIPPIE: Your Honors, for the record that
was filed on E Docket with serial number 158559.

Q M. Costello, other than as updated in your
surrebuttal and rebuttal testimony, are there any
corrections or revisions that you wish to make to

your prefiled direct?

A No, there's not.
Q Subject to those corrections in rebuttal
and surrebuttal, if | were to ask you the same

gquestions that appear in ComEd Exhibit 3.0 today,
woul d you give ne the same answers?

A Yes.

MR. RIPPIE: Your Honors, that's all the

questions | have for M. Costello, and I would
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offer into evidence at this time ComEd Exhibit 3.0,
13.0, 13.1, confidential and 13.1 public, 13.2, and
30. 0.

JUDGE HALOULOQS:

ComEd exhi bits shal

into the record, 13.0, 13.1, 13.2, 3.0.
MR. RIPPIE: And 30.0.
JUDGE HALOULOS: And 30.0.
(Wher eupon, ComEd
Exhi bit Nos. 13.0, 13.1, 13.2,
3.0, 30.0 were
admtted into evidence as

MR. RI PPI E:

VR. GARG:

Office can proceed with cross if

JUDGE DOLAN:

Thank you,

Your

of this date.)
your Honors.
Honor ,

t hat' s okay.

Proceed.

CROSS- EXAM NATI ON

BY
MR. GARG:
Q Hell o, M. Costello. M name is Rish
Garg, and | work for the Office of the Attorney
Gener al .

the Attorney General's

be entered
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A Hi .
Q Can you refer to the bottom of Page 34 of
your rebuttal testinony.
| s this where you address Mr. Effron's
proposed adjustment to number of enmployees?
A Yes, it is.
Q Do you state beginning on line 776 that it
I's not surprising that the nunber of enpl oyees was
| ower in Septenber 2005 than it was in 2004 because
t he nunber of enployees varies from nmonth to nonth?
A That's correct.
Q l'd like to refer you to conmpany schedule C
dash 11.2 A.
Your Honors, | have questions with
regards to Page 1 of this schedul e. It is not a
cross exhibit. However, the schedule itself is 130
pages. For the conveni ence of your Honors and
counsel, we've provided one copy -- two copies of
the entire schedul e. For the rest of the parties,
we' ve copied just Page 1.
Thank you. Referring to the schedul e,

as of December 2004, were there 5,539 approxi mtely
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full-time equival ent enpl oyees?

A Yes.

Q Now I'd like to refer you to the response
to AG 10.01, and I'll mark it as Cross Exhibit 2,
AG Cross Exhibit 2. 1'lIl refer you to just Page 1
of 25.

Are you famliar with this response?

A l|'"m not famliar with it.

Q Did you, however, provide testimny as to
enpl oyee | evel s?

A Yes, | did.

Q Referring you to the response to AG 10. 01,
isn't it true that for every nmonth from April 2005
t hrough December 2005, the number of full-time
equi val ent enpl oyees was | ower than the number as
of Decenmber 20047

A Yes, it is.

Q On Page 35 of your rebuttal testimny at
line 782 to 785, do you note that the number of
enmpl oyees as of the end of 2005 was within 1
percent of year end 2004 | evel s?

A That's correct.
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Q Isn't it true that the year end 2004 | evel
was bel ow t he average | evel of 2004 enpl oyees?

A Could you ask me that question again.

Q Sur e.

Isn't it true that the year end 2004

| evel was bel ow the average | evel of 2004
enmpl oyees?

A There's no averaging here for 2004, so |
can't do it without doing the math.

Q Can | offer you a calculator -- can | offer
it to you subject to check?

A Certainly.

Q Thank you.

Isn't it also true that the year end

2005 | evel of enployees was below t he average | evel
of enployees for the six months endi ng Septenber
2005, the period that Mr. Effron used to quantify
hi s adj ust ment ?

A Again, | would have to go back and average
the six months of 2005; but it |ooks to me |ike
they're very close to one anot her.

Q Woul d you agree subject to check that the
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Si x month average is 5, 4827

A Are you | ooking at the total full-time
equi val ence number ?

Q Yes.

A Subj ect to check, | would accept your math.

Q At lines 789 to 792 on Page 35 of your
rebuttal testinmony, do you suggest that you
enpl oyee conpl ement proposed by M. Effron woul d
not enable ComEd to, quote, keep the lights on?

A | would say that my comments really would
be that it would prevent us from addi ng additional
empl oyees which could have future inpact on our
reliability. For example, right now | have 54
people in construction schools at ComEd. "1l be
addi ng 15 nore next week. | nposing a cap on hiring
woul d restrict nme from maki ng those kinds of
staffing additions.

Q Do you state on line 791 and 792 that you
state it means that ComEd would not be able to hire
the enpl oyees it wants to hire to keep the lights
on?

A That's correct, | do state that.
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Q Did ComeEd keep the lights on during the six
nont hs endi ng September 30, 2005?

A Keeping the lights on is a very relative
term so explain to me what you mean by keeping the
l'i ghts on.

Q l"mreferring to the statenment that you
made on |ine 791 and 792.

A The focus of nmy job is always to inmprove
the reliability service to our customers. That is
what | strive very, very hard to do. The point
here was inmposing a cap on enmployment could inpair
our future ability to inmprove upon our reliability.

MR. GARG: |I'd like to move to enter AG Cross
Exhibit 2 into the record, and then | have no nore
gquestions for M. Costello.

JUDGE HALOULOS: AG Cross Exhibit 2 will be
entered into the record.

| s there any objection to that?
MR. RI PPI E: No, there's not, your Honor.
(Wher eupon, AG Cross
Exhibit No. 2 was

admtted into evidence )
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JUDGE DOLAN: M. Nickerson, are you going to do
cross for conpany or is M. Kelter?

MR. NI CKERSON: No, | had not planned on doing
Cross-exam nati on.

JUDGE DOLAN: M. Jolly, are you ready to go?

MR. JOLLY: Sure

CROSS- EXAM NATI ON

BY
MR. JOLLY:
Q Good afternoon, M. Costello. MW name is

Ron Jolly, and I"mrepresenting the City of
Chicago. | just want to follow up on something
M. Garg just asked you, and | was just trying to
under st and your answer to his question.
| believe you stated that inposing a cap
on empl oyees would -- mght impair reliability.
|s that a fair characterization of what
you said?
A That's correct.
Q s it your testimony that if the Comm ssion
were to adopt M. Effron's adjustment that ComEd

woul d not be able to hire more enmpl oyees than
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M. Effron says are appropriate?

A | think the Conmi ssion will make that
judgment. All | was reacting to was M. Effron's
proposal that seemed to be that there should be a
cap on enpl oynment.

Q ls that -- does M. Effron state that there
shoul d be a cap on enpl oyment ?

A No. I'"minterpreting what his argunent
was.

Q Or is it M. Effron's testimony that ConEd
shoul d be allowed to recover costs for a certain
number of enpl oyees?

A | think those are one and the sanme.

Q So it's your testimony that M. Effron is
sayi ng that ConEd should not have no nobre enpl oyees
than are stated in his testinony?

A That's correct.

MR. JOLLY: I have nothing further.

JUDGE DOLAN: Thank you.

JUDGE HALOULOS: Does anybody el se have a short
Cross?

MR. REDDI CK: Conrad Reddick for |1EC
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CROSS- EXAM NATI ON
BY
MR. REDDI CK:

Q Good morning, M. Costello. Conrad Reddi ck
for 11EC.

A Good morni ng.

Q In a number of places in your testinony,
you enmphasi ze the point that the costs that you are
recommendi ng t he conpany be allowed to recover are
the actual costs incurred

Do you recall those sections of your

testimony?

A | do.
Q You do recognize there is a distinction
bet ween the i ssue of whether costs -- whether the

costs actually incurred were accurately counted on
one hand and whet her the amount actually incurred
wer e reasonabl e and prudently incurred on the
ot her ?

A Well, we have submtted in parts of our
testi nony what the actual costs are that we

extended, and we believe they are all prudently
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incurred and used and useful at this point in tinme.
Q | understand that you believe that they
are, in fact, prudently incurred and reasonabl e,

but you do recognize that there are two i ssues

there?
A Yes.
Q So in your testinmony when you say no one

has chal |l enged your nunmbers, you're not suggesting
that all costs accurately counted are for that
reason al one reasonabl e and prudent ?

A The reason | made the statement | did is |
did not see testinony from anyone that questi oned
t he prudency nor the reasonabl eness of the actual
costs that we submtted.

Q You saw no testinony chall enging the
prudence of any of the costs --

A On the reasonabl eness of it or the prudency
of the actual costs that we put forward.

Q And you did review the testimny of the
I ntervenor witnesses?

A Yes.

Q I n your rebuttal testinmony at line 614, if
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| read your testimony correctly, you' re suggesting
that the elimnation of generation from ComEd's

assets explains some of the change in the ratio of

costs.
Am | reading that testimny correctly?
A Can you state your question again.
Q At line 614 --
A Got it.

Q Are you suggesting there that the
elimnation of generation costs, generation assets
fromthe ComeEd books explains the change in ratio
rai sed by some of the intervenor w tnesses?

A | think the point |I'm making here is that
in the past rate case, general plant costs were
spread out across different entities. They're
spread out across distribution, customer service,
and production facilities. Since ConmEd today has
no production facilities, the general plant that
was used in previous rate cases may not be
appl i cabl e.

Q The costs that were assigned or allocated

anmong distribution, customer service, and the
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generation functions that you mentioned, in the

| ast case, those costs at that time were properly
al l ocated or assigned among those functions,
weren't they?

A At that point in time, we had generation
facilities.

Q Specifically costs properly attributed to
production were, in fact, assigned or allocated to
producti on?

A Correct.

Q And costs properly attributed to
di stribution were assigned or allocated to

di stribution?

A Yes.
Q You believe that to be true?
A | do.

MR. REDDI CK: Not hing further.
JUDGE HALOULOS: We're going to break for lunch
until 1:15.
(Wher eupon, a lunch.

Break was taken.)
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(Wher eupon, the afternoon session
began at approximately 1:15 p.m)
JUDGE HALOULOS: We can proceed.
CUB.
JUDGE DOLAN: M. Kelter, are you ready to do
your cross of M. Costello?
(Wtness previously sworn.)
JOHN COSTELLO,
havi ng been called as a witness herein, after
havi ng been first duly sworn, was exam ned and
testified as foll ows:

CROSS EXAM NATI ON

BY
MR. KELTER
Q Good afternoon. My nane is Rob Kelter from
the Citizens Utility Board. | just have a couple

questions for you this afternoon.

Could you turn to Page 5, Line 97 of
your surrebuttal, please.

There's statement by M. Tom -- well,
you say M. Tom al so charges that your rebuttal

testinony ignores the inherent incentive that the
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conpany has to inflate its costs and boost earnings
for its shareholders. And you're asked if there's

any basis for charge and you say, No, it's nothing

but basel ess speculation. And | want to ask you a

coupl e questions about that.

Under basic ratemaking principals, the
conpany earns a return on its investment; does it
not .

A Yes.

Q So let's say, just a hypothetically, that
you have $100 million in investment and you want a
10 percent rate of return on that, that would be
| ess income for the conpany than if you had a
$200 mllion investment that you' ve earned 10
percent rate of return on; wouldn't it?

A Mat hematically correct, yes.

Q So the more capital investnment in rate
base, the mobre noney the conpany earns?

A | think his statenment really ignores the
reality of --.

Q ' m not asking -- |I'm asking you a direct

guestion. Yes or no?
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A Then repeat the question, please
Q The nore capital expense in rate base, the
more money the company earns; correct?
A Correct.
Q Thank you.
Could you turn to Page 7 of your
rebuttal , please
At Line 129, there is a question, How
much are the other parties trying to reduce ComEd' s
revenue requirement? And then there's a |ong
answer about what each of the parties' position is.
Then there's a question that said, How
woul d the granting of these alternative requests
effect customers? And your response is, It wll
hurt our customers. It will hurt our efforts to
keep the |ights on.
Are you saying that if, in fact, the
| evel of delivery service rate that CUB proposes is
granted by the Conm ssion, that the lights are
going to go out.
A What | was tal king about was wholistically

there's a | ot of different proposals put forth
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here, and sone of these proposals or any of them
are accepted certainly do impair our ability to
i mprove the reliability in the ComEd system

Q |'"m trying to understand just what the
threat is to reliability is from these proposals.
Are you saying that if all the proposals are
granted, the lights are going to go out, or sone of
them or how do you distinguish here?

A | think that we have presented what we
believe are our true costs over these |ast four
years, and not accepting those true costs would put
us in a position that we may have to modify some of
our operating practices, which would impair us from
I mproving our reliability in future years.

Q So how close are we to the lights going out
If these are granted?

A It depends on how extrenme the cost
differential is.

Q | f CUB's delivery service rate is what we
propose i s accepted?

A | would have to go back and take a look in

how that fits with what our operating plans are
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ri ght now today, and | don't have those specifics
with me.

MR. KELTER: That's all the questions |I've got.

CROSS- EXAM NATI ON
BY
MR. GOLDENBERG:

Q Good afternoon. |I'm Allen Gol denberg, an
Assi stant State's Attorneys on behalf of the Cook
County State's Attorney.

Let's start out with a general question.
Woul d you agree that ComkEd is trying to provide the
Comm ssion with the testinmony and appropriate
details to support each of its cost and adjustnent.

A | woul d, yes.

Q Woul d you al so agree that putting a nunber
in context, it would be appropriate to know whet her
you were using a proxy for an amount?

A Pardon me? A proxy what?

Q For a particular amount as opposed to an
actual number?

A | think we supplied actual costs in every

regard.
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Q Are you aware of anywhere in ComEd's direct
testi nony where there's a discussion of using the
2004 CW P, C-WI-P, balance as a proxy?

A It would not be in ny testinony. | woul d
have to check and see where in other testinonies

may be construction work in progress it's actually

used.
Q You're not aware of anywhere?
A | am not.
Q Did you see ConEd work overtime to

i mpl ement best practices?

A Absol utely.

Q And woul d you agree that it is not
unreasonabl e to assume that some |evel of inproved
efficiency in productivity is planned for and
expected?

A We strive for improving efficiency and
productivity every year, yes.

Q Do you know what the actual distribution O
and M expenses were for 20057

A | don't have themwith me. W could get

them fromone of the other witnesses fromthe
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financial side. |1'm sure they could give that to
you exactly.

Q Are the actual distribution O and M
expenses for 2005 going down?

A Again, | don't have them in front of ne.

Goi ng down conpared to what year?

Q Just generally trending down from previous
years.

A Yes, | believe they were.

Q I n your surrebuttal testimony at Pages 20
and 21, and |I'm |l ooking -- or directing your

attention to around Lines 396 to 408, you talk
about M. MGarry and what you claimto be a
failure to understand yours and M. DeCanpli's
rebuttal testinmony. And in the context of that
di scussi on, you indicate that there is a graft
showing a trend in distribution capital condition
that was reported to the FERC in '94 to 20047

A Yes.

Q And you indicate there that what you had
i ntended was not to predict the future trend; is

that correct?
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A That is correct, yes.
Yet, you go on to point out that
M. DeCanpli rejects M. MGarry's use of the data
to show a trend; is that correct?

A And what line are you referring to.

Q The discussion is around Lines 396 to 408
in your surrebuttal. It's Page 20 and 21.

A My comment says that, while |I submtted the
capital improvenents in ternms of dollars over a
nunmber of years, | did not use it as a trend I|ine.
Real ly an indication of what expenditures were.
And in the case of Mr. MGarry's testinony, he
seemed to be trying to establish a particul ar
trend. That was not what | was doi ng.

Q Now you note there that M. DeCanpli
rejects M. MGarry's use of the data?

A Yes.

Q Now, did you do any analysis yourself or

are you just letting us know what M. DeCanpl i

tol d?
A My statement is only that Dave has | ooked
at it and will address it in his testimony.

252



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Do you know whet her your data is based on
FERC Form 1 actual data?
A It is.
Q Do you know whether Mr. MGarry's data is
based on FERC Form 1 --7?
A | do not.
Q -- actual data?
Now, turning to your rebuttal testinony
on Page 11, you refer -- starting around
Line 221 -- to, By failing to recognize the rise in
ConkEd' s actual costs, these parties suggested
revenue requirements are fatally fl awed.
And, yet, the question before in the
chart on Lines 216 to 19 with that question shows

investment in plan; doesn't it.

A It does.
Q And that doesn't show cost; correct?
A It shows the cost of the capital additions

each of the years on that graph.
Q Now, did you show anywhere in the context
of that discussion operating expenses for the | ast

few years?
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A No.

Q VWhy not show operating expense for the | ast
three years in the context of making that point?

A Certainly a big driver has been the capital
I mprovements we've made in our system trying to
I mprove reliability across all of Commonweal t h
Edi son.

Q Now, you woul d agree that operating
expenses have been doing down for the |ast few
year; wouldn't you?

A | remember that they went down in 2005. |
woul d have to go back and check to see if they went
back down the previous years.

Q Now, woul dn't that be more of a true

measure of distribution, O and M costs?

A You can't ignore the capital component
t hough as well in terns of what we put in the
system

Q Which would be a better measure?

A |'ve | ooked at them both on a nonthly basis

in terms of what our capital expenditures are and O

and M expenditures.
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Q The chart only | ooked at part of that; is
that correct?

A Yes.

Q Do you know whether Mr. MGarry took into
account inflation in his productivity adjustment?

A | do not.

Q On Page 21 of your surrebuttal starting
around Line 413, you indicate that, fundamentally,
ConEd's investment in plan would not necessarily
| ead to overall | ower maintenance costs. In fact,
with increased investment, there are nore assets
requiring mai ntenance, which in turn, can lead to
an overall increase in maintenance expense.

Are you famliar with that.

A Il am

Q Do you have any studies or detail ed
anal ysis to support that contention?

A My operating experience being a chief
operating officer of Comonweal th Edi son woul d be
t hat when you add 40,000 transformers over a

four-year period of time at 10,000 m | es of

under ground and overhead cable, you have to go out
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and do periodic inspections on that equipment even
if it is relatively new.

So | don't agree with the prem se of
those argunents that just because you're putting in
some new equi pment, that your costs automatically
go down because you still have equi pment that
you've had in service for a long period of tinme.

Q So if we asked you for something on paper
or study that quantified that assertions, is that
somet hi ng you have and you've done?

A Ask nme the question again in terms of what

you' re asking for.

Q Well, | asked you, did you have any study
to support your contention on -- starting at
Li ne 413.

A Well, we could quantify is the cost of

mai nt enance and cost of O and Ms have remai ned the
same. In some cases, we've been doing nore
corrective maintenance over the |ast few years as
wel | preventative maintenance.

Q But certain things you do result in cost -

certain improvenments |ower costs and | ower
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mai nt enance costs; don't they?

A Not in terms of maintenance as much, as
someti mes your technol ogy i mprovenents will add to
productivity. Mai nt enance is fairly stable. And

the more equi pment you put on the system wusually
your mai ntenance costs will increase.

Q Well, sonmetimes things get old. M ght they
break more and need more repair?

A Absol utely.

Q Woul dn't that increase costs?

A Yes.

Q And woul d your answer be the same with
respect to items |like system upgrades as opposed to

new busi ness?

A Ask me the question again. "' m not sure
under st and your point.

Q Again, |I'mfocusing on your statenment at
Li ne 413 on Page 21.

A Li ne 4137

Q Correct.
A It's not on Page 21 then.
Q Of your surrebuttal ?
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A Then you just junmped fromrebuttal to the
surrebuttal .

Q Sorry.

A Coul d you ask me your question again.

Q Okay. You found the statenment at Line 4137

A | have, yes.

MR. GOLDENBERG. One second.

BY MR. GOLDENBERG:

Q | f we were tal king about system upgrades,
woul d your statement at Line 413 still be the same?
A Yes, because the numbers | quoted to you

wer e system upgrades that we put in over the | ast
four years. We installed 17 new distribution
substations. We installed 40,000 transformers.
Al l of those new pieces of equipment will be put
into a monthly mai ntenance programin terns of
substations or a yearly maintenance program Once
you put equipment in service, you do have to
establish a maintenance programfor it.

Q Are you famliar with statements that ComEd
and Exel on makes about ConmEd in the investment

community in terms of operating costs in 20057
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A No. | was not there

MR. GOLDENBERG. That's all | have
CROSS- EXAM NATI ON
BY
MR. BRADY:

Q Good afternoon, M. Costello.

A Hel | o, Sean.

Q My name is Sean Brady, and I and ny
co-counsel, Ms. Scarsella, have some questions for
you. "1l be asking you questions about genera
and tangi ble plan and adm ni strative and gener al
expenses. And Ms. Scarsella has sonme questions
regardi ng incentive conpensati on.

Now, as | already nmentioned, you
addressed general and tangible plan in your
testi mony; correct.

A Correct.

Q And you al so addressed the adm nistrative
and general expenses; correct?

A That is correct.

Q Now, with regards to the general and
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tangi ble plan, is it your understandi ng that ComEd

is proposing to use direct assignnent?

A |"'m not famliar with the term "direct
assignment"” if can you clarify what you mean by
t hat.

Q Sur e.

Are you famliar with how ComEd i s going
to functionalize costs for distribution.

A Yes.

Q And how are they doing that?

A Uni form Standard -- FERC' s Uniform Standard
of Accounts in ternms of transm ssion, distribution,
t hat kind of functionalization.

Q How do you determ ne how costs are to be
di vi ded between transm ssion and distribution?

A We use the FERC s Uniform Standard of
Accounts, and you take | ook at the piece of
equi pment and determne if it's used on the
transm ssion or it's used on the distribution side.

In places |like a substation where you
have the | and or the building, you allocate those

by what the preponderance of that particular site
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I's, either transm ssion or distribution.

Q M. Costello, do you have your surrebutta
testimony in front of you?

A | do, Sean.

Q Can you turn to Page 12, Line 258.

Let nme know when you're there.

A | am here, Sean.

Q Starting on Line 258, it says, Thus, the
amount of general plan and tangi ble plan that the
Comm ssion allocated to production during ComEd's
| ast delivery service rate case is sinply
irrelevant here. This rate case is based on an
adj usted 2004 test year during which ConmEd no
| onger owned or operated production facilities?

A Yes.

Q Now, in the very |last sentence, you refer
to no | onger owning or operating production
facilities. Do you see that?

A Yes, | do.

Q And that's because ConmEd divested itself of

those facilities in 20017

A That's correct.
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Q As a matter of fact, you mentioned

di vestiture, | believe, in Line 254. Do you see
t hat?

A Yes.

Q s it your understanding that ComEd was

requi red by the Conmm ssion or any other regul atory
body to divest its Generation plant?

A As Frank Clark said this morning, a
strategi c decision was made by the company back in
bet ween 1997 and the years 2001 to divest ourselves
of both our Generation plants and our nucl ear
plants. Split them apart from ComEd.

Q So, therefore, it was a business decision
by the conpany?

A Correct.

Q Now as a business decision, would you agree
that it was made in the interest of both
shar ehol ders and custoners?

A Yes.

Q Do you think it would be fair for the
conpany to raise delivery rates solely because it

decided to divest its Generation?
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A | think the divesture of Generation
certainly hel ped custonmers over time pushing us to
a nore conpetitive marketpl ace, which over tine
shoul d | ower the commdity price of electricity and
certainly stabilize it. Certainly, too, are the
di vestiture of frozen delivery rate for a | onger
period of time, which I think was a great for our
customers at that time point in tinme.

Q But yes or no, isn't it fair for the
company to raise delivery rates solely because it
decided to divest its Generation?

A | don't think delivery rates are being
rai sed solely because of divestiture in Generation
as much as we | ook for a request to increase our
delivery rates because of the other costs to do
busi ness have gone up over the last -- since our
| ast rate case.

Q Now, you just mentioned that the cost of
operations had gone up?

A Cost of capital and cost of operations
during the past four years, yes.

Q But is it your understanding that the
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conpany's distribution expenses have increased?

A | think our total distribution O and M cost
have been increasing and then came down, but
certainly the cost of capital investment we have
made in our system over the |last four years have
gone up dramatically.

Q Well, just focusing on your distribution,
operation and mai ntenance, those expenses, have
t hey increased since your | ast delivery service
case?

MR. RIPPIE: Just to be clear, are you referring
specifically to the distribution O and M accounts
or to all operating and nmai ntenance expenses
associated with distribution function?

MR. BRADY: Just the distribution.

THE W TNESS: Just the distribution charges have
gone down within the |ast year
BY MR. BRADY:

Q And then are you also famliar with the
custonmer service expense function?

A | am

Q And haven't those expenses al so gone down
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since the |l ast delivery service case, delivery
service rate case?

A | woul d have to go back and check. | do
know t hat they came down again in 2005.

Q If I were to give you the operating
statement that was proved in the 01- -- in the | ast
delivery service rate case, would that be a --
woul d that allow you to answer that question?

A Only if I saw what the intervening years

were between 2005 and 2001.

Q Well, if I"mjust asking you to do a
conpari son between 2000- -- from your test year and
20017

A If | could see the 2004 test year nunber

for customer services, yes.

MR. BRADY: G en, isn't that something that's
al ready in your docunents?

MR. RIPPIE: Yeah, I"msure it is. | don't know
that he has it in front of him

THE W TNESS: It's not in my testinmony.

MR. BRADY: Okay.

MR. RI PPI E: I would think it is more of the
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scope M. Hill's testinony.
BY MR. BRADY:

Q Anot her component of -- well, going back to
the customer service conponent that we were just
tal king about and the distribution for operation of
mai nt enance. They're all part of the operating
expenses; correct?

A They are just part of, yes.

Q And anot her aspect of that is the customer
account expenses; correct?

A Correct.

Q To your know edge, have those increased
since the last delivery service case?

A Again, | think it's in Jerry Hill's
testinony. It is not in mne.

Q Thank you.

Do you have your rebuttal testimony
there in front of you.

A | do.

Q Can you turn to Page 31, Lines 7 and 11.
Let me know when you're there.

A "' m her e.
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Q Now t here, do you see the statenent, As
with general and tangible plan, the Conm ssion nust
eval uate the cost included in the revenue
requi rement and ascertain on the facts of this
particul ar case whether such costs are appropriate
for recovery. Such an eval uation must focus
exclusively on the cost presented in this docket?

A That's correct.

Q Now in that | ast sentence, you're referring
to an evaluation of the general and tangible plan;
correct?

A Correct.

Q Now, is it your position that eval uations
of general and tangi ble plan should not | ook at the
costs presented by the conpany in its |ast delivery
service case?

A No. MWhat |'m suggesting is that you should
be | ooking at the cost we've incurred in the test
year and the cost we've incurred since that point
in time.

| can give you numerous exanpl es of

i nvestments we've made both in general plan and
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tangi ble plan if you'd like me to give themto you.

Q That's okay.

Do you have your -- can you turn your
direct testimny on Page 31, Lines 670 to 673.
There is a question about your concl usions
regardi ng adm ni strative and general expenses. Do
you see that.

A | do.

Q And in response, you state your agreement
with the preceding question, in that A and G
expenses proposed by ComEd are necessary and
prudent?

A | do.

Q Therefore, it is fair to say that you think
the A and G expense | evel being proposed by ComEd
I's reasonabl e?

A | do.

Q s it your understanding that ComEd is
proposing to functionalize the adm nistrative and
general expenses with a general | abor allocator?

A |'m not famliar with that term Jerry

Hill will be probably better equi pped to answer
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t hat for you.

Q So are you saying that you don't know how
the costs were functionalized?

A | was not famliar with the term "waiver"
t hat you used, so | woul d suggest you direct that
question to Jerry Hill.

| do not know the cost that come to us

for adm nistrative general. We monitor that every
mont h.

Q Can you repeat that |ast part.

A | do understand the cost for adm nistrative

general that conme to nme every nonth, so | do

understand it's component part. | didn't
under st and your conmment about " waiver"
Q Well, no. It wasn't a waiver. It was a

general | abor allocator.

A General |abor? Labor or waiver?
Q Labor.

A Okay.

Q You want me to repeat the question

al toget her and speak up a little bit?

A Yes.
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Q | apol ogi ze.

Woul d you agree -- okay. Is it your
under st andi ng that ComEd i s proposing to
functionalize adm nistrative and general expenses
with a general |abor allocator.

A Again, ny adm nistrative and general costs
are tied to pension costs, benefit costs, and
medi cal costs, which is tied to the l[abor that's
used in the distribution company. |If that's your
gquestion, the answer is yes.

Q No, not exactly, but we're getting close.

s it your understanding that those --

t he wages, the salaries, the pensions, how are
those A and G expenses allocated through functions
such as distribution and transm ssi on.

A First of all, salaries are O and M charges,
so they would not be included in the adm nistrative
and general costs. Adm nistrative and gener al
usually gets to your pension and benefit costs as
wel | as your healthcare and then a number of other
accounting fees and Business Service Conpany costs.

So, salaries are not -- salaries are really caught
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in the distribution O and M

Q Thank you for the clarification; but just
going back to my question, do you know how t hat
allocation is made?

A The all ocation on the pension benefits and
heal thcare is really driven by those enpl oyees
working in the distribution conmpany.

Q So is the allocation of pension based on a
general | abor allocator?

A Again, Jerry Hill will be much nmore the
expert in terms of pension than | am

Q So are you saying that you do not know how
the costs were functionalized for A and G expenses?

A | know that the cost come in distribution
conpany predi cated upon our number of enpl oyees.
How t he cost themselves are derived would be better
answered by someone that's a subject matter expert
in terms of financial aspect.

Q Thank you.

M. Costello, is it your understanding
t hat salary is not part of A and G expense.

A | woul d say that the salary of most of the
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di stribution enployees come into the O and M
There would be salary allocated in the A and G that
comes from the Business Services Conpany.

Q Speaki ng of the Business Service Conpany,
BSC provi des services to ComEd as well as other
Exel on subsi diaries; correct?

A That's correct.

Q Can you explain how Busi ness Services
Cor poration, or BSC, costs were allocated and
directly assigned between ConmEd and ot her Exel on
subsi di ari es?

A We have service |level agreements that we
establish with the business service conpani es that
sets the rate we pay and the volumes that we're
going to be purchasing and other transactions that
we're going to be adding fromthe BSC every year
and that's how costs are all ocat ed.

Q But isn't that only the costs to -- don't
the service |evel agreenments only contain in the
costs for ComEd?

A Yes.

Q Then how are they allocated between ComEd
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and Exel on?

A Busi ness Services Company woul d set up an
SLA with the different companies within the Exelon
famly.

Q So if BSCis actually perform ng a service
that is common between both ComEd and anot her
Exel on subsidiary, howis -- or how does BSC
all ocate the cost between the two?

A So one of the advantages of having a
Busi ness Services Conpany is you get into joint
procurenment, so we have a sister utility company in
the east. \When you're buying transformers, you get
the synergies in buying the trans- -- same types of
transformers for the two utility companies. The
cost of those transformers then go to each of the
respective utilities predicated upon what your
vol ume of purchase of transformers are.

Q But that's nore of an exanple; correct?

A | thought an exanmpl e would answer your
guestion for you.

MR. BRADY: | have to further questions, but

Ms. Scarsell a does.
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THE W TNESS: Thank you.
CROSS- EXAM NATI ON
BY

MS. SCARSELLA:

Q Good afternoon, M. Costello.

A Hi

Q My name is Carla Scarsella. | also
represent staff wi tnesses of the Illinois Conmerce
Comm ssi on. I will be conducting part two of the

cross-exam nati on and focusing on incentive
conpensati on.

I n your rebuttal testinony as well as
your surrebuttal testimony, you responded to staff

testinony regarding incentive conmpensati on;

correct.
A Yes, | did.
Q Therefore, you are famliar with ConEd's

incentive conpensate plans; correct?

A | am

Q l'd |like you to refer you to your rebuttal
testi mony, ConmEd Exhi bit 13, Page 17, Lines 399

t hrough 401.
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There you state in part, and | quote,
Because ComEd uses a total conpensation package to
attract necessary enployees, the incentive
conmpensation costs comensurately reduce the other
compensati on costs. End of quote.

Can you specify for me which other
conpensation costs are reduced.

A We | ooked at the incentive costs as part of
your total conpensation. So without incentive, |
think that we would have to roll that amount of
noni es into a base sal ary.

Q Al'l right. So your Scarsella if |
under st and your answer correctly, your base salary
woul d increase?

A Yes.

Q Are there any other costs that would
i ncrease?

A No. | think we would probably take the
incentive component and roll it into a base salary
because people do | ook at the total package.

Q OCkay. So other than base salary, probably

not hi ng woul d i ncrease
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Isn't it correct that generally under
the ConmEd incentive conmpensation plans -- |'mjust
trying to understand how they work. A target award
Is established which represents the award that will
be paid for achieving a target performance by an
el igible enployee.

A That's correct.

Q Isn"t it also correct that awards increase
with incremental performance above the threshold
| evel set?

A There's three level set. There's a
threshold | evel set, a target |evel set, and
di stingui shed | evel set. People are paid incentive
dependi ng upon which of the different |ines of
demar kation they hit, either threshold, target or
the di stinguished |evel.

Q Okay. If the target levels are exceeded in
any given year and incentive conmpensation is paid
at a higher than target |evel, would the conpany
reduce ot her conpensation costs such as base
payrol | ?

A No.
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Q Then under that scenario where incentive
conpensati on payout is higher than the target

| evel, the total conpensation costs incurred by the

company could, in fact, increase?

A That's correct.

Q Now, |'d like to refer you to two pages in
your rebuttal testimony. If you can turn, first,

to Page 17, Lines 405 through 406.

And there you state, and | quote,
Reduced expenses and greater efficiency within
Comed | eads to not only increased earnings per
share but also |ower rates.

And then | also refer you to the very
next page, Page 18, Lines 428 through 429 where you
state, and | quote, Also, assum ng that rates
follow costs, customers will benefit from | ower
rates in the next case.

Now has ComEd ever filed for a rate

decrease as a result of |ower operating expenses.

A | don't the answer to that question
Q Is it that you don't know or you're not
aware of any rate filing?
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A ' m not aware of it, but, you know, |'ve
only worked at Conmonweal t h Edi son for 36 years,
not 400- pl us years.

Q Al'l right. Fair enough.

Do you know of any Illinois utilities
t hat have filed for a rate decrease as a result of
| ower operating costs.

A | don't have that know edge.

Q Can | refer you to your surrebuttal

testi mony now, ConEd Exhibit 30, Page 12, Lines 237

to 238.
A You said my surrebuttal. Which page,
pl ease?

Q Page 12.

A Page 12. " m sorry.

Q That's all right. Li nes 237 to 238.

Are you there.

A | am, yes.

Q There you state, Staff's position generates
the reverse incentive for ComEd to drop incentive
conpensation and pay the difference in additional

base sal ary.
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Now, can you refer nme to staff testimony
where staff reconmmends that ComEd di scontinue its
incentive conpensation pl an.

A | think the position that | was trying to
articulate was that if incentive conpensation is
not allowed, then the alternative the company woul d
have woul d be to put that noney in the base salary
since the Comm ssion's position in the past has
been t hat base salaries do get accepted in the
rat emaki ng proceedi ng, that that would be a | ogical
alternative.

Q So if | can characterize your response
your position and testinony is your interpretation
of staff's testimny?

A Yes.

Q And staff actually did not make that
recommendati on?

A Correct.

Q Are you famliar with ComEd' s | ast rate
case Docket 01-0423?

A | s that the delivery services?

Q Yes.
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A

MS. SCARSELLA:

quest

JUDGE REPLACE:

questions for M.

Q

your

Only to very high | evel

i ons.

M .

Then | have no further

Does anybody el se have any

Costell 0?

REDI RECT EXAM NATI ON

BY

MR.

Rl PPI E:

Costell o, M. Reddick asked you about

under st andi ng of the Comm ssion's prior

all ocation of general and | believe also intangible

pl an

facilities.

quest

A

Q

at a time when ConmEd honed production

ions?

do.

Do you recall that brief |ine of

Once ComEd di sposed of its nuclear

generating facilities in very early 2001, did ConEd

after

A

t hat

poi nt

No.

retain any production facilities?
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Q Was it your intention by your responses to
M. Reddick to testify that you agreed with the
determ nation by the Comm ssion of the allocation
of general plan in the 2001 case or that you agreed
with his description of that allocation?

A | agreed with his description.

Q Staff in its cross-exam nation concerning
general and tangi ble plan asked you a question and
a part of your answer involved a discussion of
exanpl es of general and tangible plan added since
the Comm ssion's nost recent rate order that
supported delivery services. Do you recall that
guestion and answer?

A | do.

Q Coul d you give us some of the exanpl es that
you were offering to provide during
Cross-exam nation?

A For example, in a tangible plan, we made a
very |l arge investnment over the last four years in
SCADA equi prment . SCADA equi pment is basically
Supervisory Control and Automatic Distribution.

Equi pment we installed in our substations gives us
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very live time telemetry as well as renote

activation abilities.

conmponent

tangi bl e pl an.

That's been a | arge

of our investment in the [ast 40 years in

In terms of general plan.

I n tangi bl e plan, numerous software

applications have been installed in the conpany

over

the |

ast four years. | personally installed

mobil e data when | was head of customer service.

Mobi | e data basically allows you to do all of your

meter sets and all of your field work and customer
service side in a real-time basis. So that if a
customer calls in and said, Wy, was John Costello

in my backyard 15 m nutes ago? That person

answering the phone would have all the information

in a real-time basis.

Beyond systens |ike that, we've

installed conmpletely new outage managenment system

whi ch hel ps us

redepl oy our crews and update the

estimated restoration times. W put in a passport

wor kK management

technol ogi cal tools,

| ot

of our

equi pment

system We put in a variety of

i ncluding GPS, not only at a

in trying to i mprove custoner
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service and our response times. So a wide variety
of things for both general plan and tangible plan.

Q Do any of those assets support production
of electricity?

A No.

Q M. Reddick finally also asked you about
the difference between actual costs and reasonable
and prudent cost. How do you know that the actual
cost about which you testify were, in fact,
reasonably -- reasonable and prudently incurred?

A Because of the chall enge process we use
within the company. Before we go ahead and nmake
any kind of investment or authorized expenditure,
It goes through a myriad set of challenge processes
at all levels of the organization.

Number one, ensure an investment is
something that will be used and useful and is
required on the system We set up a very defined
scope schedul e and budget for every project that we
undertake. W go through it and a full assessnment
of those projects are conpleted, and we neasure

every project that we do at three different phases
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of every project.
We start out with the conceptual stage.
We set up a business plan for that, what it scopes
and schedul e and budget will be for the conceptual
stage. We then go into the engineering stage. W
do the same set of challenges at all |evels of the
organi zation in that phase. W do a third set of
chal | enges when we get to the actual construction
stage. And then finally when we finish a project,
we go back and do a | essons | earned on every
proj ect.
Those strive nme to the conclusion that
the costs were prudent and reasonabl e.
MR. RIPPIE: Thank you. That's all 1 have.
MR. BRADY: | have two questions.
RECROSS- EXAM NATI ON
BY
MR. BRADY:
Q M. Costello, you listed a number of
projects that related to general plan and tangible
pl an; correct?

A Yes.
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Q Were those projects since -- put in place
since 20007
A Since 2001.
Q Since 20017
And isn't it correct that staff w tness
Lazare i s not challenging the conpany's proposed

functionalization of general and tangible plan

since 2000.
A | s he questioning it? | think he's
questioning the reasonable -- not the

reasonabl eness of it as much as he's questioning

the scale of it, was my interpretation.

Q |'m sorry, the scale or stale?
A Scal e. Scale.
Q So that's your understanding of

M. Lazare's testinony?

A Yes.
MR. BRADY: | have no further questions.
EXAM NATI ON
BY
JUDGE DOLAN:
Q M. Costello, |I have one question and you
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can let me know if this isn't an area of your
expertise.

But in the pretrial menmnorandums, | was
readi ng t hrough the general plan functionalization
and amount, and it's tal king about assets. But

then it mentions the general | abor allocator that

was -- that Sean asked you about. How i s that an
asset .

A Jerry Hill is the subject matter expert on
general plan and tangi bl e plan. Jerry Hill will be

the person that you want to direct your question
to.

JUDGE DOLAN: Okay. Thank you. | just didn't
want to m ss the opportunity if you were the one,
Sir.

THE W TNESS: Okay. | appreciate that.

JUDGE DOLAN: No other questions?

Then, M. Costello, you may be excused.

MR. NI CKERSON: Good afternoon, your Honors,
Comm ssi on. My name is Melvin Nickerson. [|I'm an
attorney with the Citizen Utility Board. At this

time, |'mgoing to present the direct testimny of
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expert witness M. M chael MGarry.
Good afternoon, M. MGarry.

THE W TNESS: Good afternoon.

MR. NI CKERSON: | apologize if I did not follow
proper protocol. Does he actually needs to be
sworn in ahead of time?

JUDGE DOLAN: Yeabh. Just go ahead.

JUDGE HALOULOS: Can you raise your right hand.

(Wtness sworn.)
M CHAEL J. McGARRY, SR.,
havi ng been called as a witness herein, after
havi ng been first duly sworn, was exam ned and
testified as follows:
DI RECT EXAM NATI ON
BY

MR. NI CKERSON:

Q Good afternoon, M. MGarry.
A Good afternoon

Q How are you doi ng today, sir?
A | am fine.

Q Good.

Woul d you say please state your full
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name and busi ness address for the record.

A Sur e. M chael J. McGarry, Mc, capital
G a-r-r-y, Senior. My busi ness address is 2131
Woodruff Road, Suite 2100, Greenville, South
Carolina 29607.

Q What is your professional background in
whi ch you will be testifying today?

A |'m testifying as a revenue requirements
expert on behalf of CUB, Citizens Utility Board,
the State's Attorney's Office and the City of
Chi cago.

Q Did you prepare written testinmny for this
proceedi ng?

A | di d.

Q Do you have before you what has been
identified and marked as CUB Exhibit 2 for
i dentification?

A | do.

Q This docunment is entitled Direct Testimony
of M chael J. McGarry on behalf of the Citizens
Utility Board, the Cook County State's Attorney

Office and the City of Chicago; is that correct?
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A It is.

Q Thi s docunment consists of a title page, a
table of contents, and is nunmbered begi nning at
Page 1 through Page 27; is that correct?

A It is.

Q I n addition, there are nine exhibits --
excuse me, ten exhibits that's attached to this
direct testimony?

A | believe that's correct.

Q Does this document consist of questions and
answers in respect to the docket in this matter?

A Yes, they do.

Q Did you prepare this docunent for this
proceedi ng?

A | did.

Q As of the filing of the surrebutta
testinony by ComEd witnesses through written
testi mony, have there been any changes to your
direct testimony?

A Yes, there were.

MR. NI CKERSON: All right. Allow me at this

time, please, to present copies of the direct
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testimony to the Court -- or, excuse me, your
Honor s.
BY MR. NI CKERSON:

Q M. MGarry, would you please at this tinme
identify by page, |ine number, and/ or when
applicable the appropriate exhibit whereby based
upon the testinony stated by ComEd wi tnesses in
written surrebuttal where changes -- you' ve made
some changes.

A Certainly. | first like to add that there
was an errata, a first a errata, which was e-filed.
"' m not sure of the exact date. All of those
changes were posted and nmade aware to the parties,
| want to say, at the end of January. | don't know
t he exact date.

| believe the correct -- the date that
that first errata was submtted with several
t ypographical errors and some changes was on
January 26 based on the docunment |'m being showed
ri ght now.

The document that was handed out to the

parties just nowis as a result of CUB' s attorneys
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i dentified as a result of the sur- -- ny review of

the surrebuttal testimony and in preparation of
t hi s hearing.

On this direct, beginning into the
direct errata, there are no substantive changes,
just nore reference changes than anything.

At Line 242, there's a reference, a

parent hetical, that says, CWP, with the

parent hetical, account 108. That should be account

107.

The next change is on Page 22 at
Line 475. There's a number from a company's
schedule C-16. It's a typographical error of
13139. That number should be 1312900. 13129.
1300 129, 000.

At Page 23, there's an error in the
cal cul ation at Line 5009. It says that -- the
statement says in an allocator of 30.1 percent.
shoul d be 33.1 percent.

As a result of that change, the

answer -- the numbers in the answer -- follow ng

t he answer beginning at Lines 513, the nunber on

|t
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Line 4 -- 514 should change from 10, 907,400 to

12,034,500. A parenthetical calculation should

reflect the new 33.1 instead of 30 percent at Line

516.

And then the |ast change is at 517.
It's -- the |ast number. It says 604, 709. | t
shoul d be 664, 979.

And that's all of the result of the

cal culation resulting from that 33.1.

Q M. MGarry, other than the calculation and

typographi ¢ changes that you've made here before
t he Comm ssion and on the record, do you have
any -- this doesn't change your substantive
testinony; is that correct?

A It does not.

Q If you were asked the same questions set
forth in your direct testinony today, would your
answers be the sane?

A As corrected, yes.

Q At this time, M. MGarry, I1'd like to

direct your attention to your rebuttal testimony,

whi ch has been previously identified as CUB, Cook
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County State's Attorney Office exhibit -- and City

of Chicago Exhi bit No. 5.
This document is identified as
M chael J. McGarry Rebuttal Testimony; is that
correct.
A More correctly, Rebuttal Testimony of
M chael J. McGarry, Senior.
Q | stand so corrected.
This document consists of the title
page, a table of context page -- contents page,

excuse me. Page 1 through Page 40; is that

correct.
A It is.
Q I n addition, that docunent also has

attachnments, which are identified as Exhibits 5.01,

whi ch consi st of MIM O through MIM 15; is that
correct?

A That is correct.

Q Did you prepare this exhibit, the rebuttal

testimony in this proceeding?

A | did.

Q G ven the surrebuttal testinony that was
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filed by ComEd wi tnesses towards the | atter end of
the month of January 2006, have you made any
changes to cal cul ations contained in your rebuttal
testi mony which has been identified as CUB

Exhibit 5.07

A | have.
Q At this time would you be so kind as to
I nform us, by page number, |ine nunber and where

appropriately, the exhibit number, as to what

changes you made.

A | can.

MR. NI CKERSON: Excuse ne. | apol ogi ze. Just
one monent. Let me present the docunents to the
Court .

Your Honors, could we take a coupl e of

m nutes to seamthings up, if that would be okay?

Thank you.
(Wher eupon, a brief
recess was taken.)
MR. NI CKERSON: | believe we | eft off,

M. MGarry, with taking a | ook at some changes

pursuant to ComEd surrebuttal testinony that was
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filed in |ate January. And at this point in time,
you were going to advise the Conm ssion, opposing
counsel, exactly what changes, cal cul ati ons,
typographical errors need to be corrected in your
rebuttal testinony.
A Yes. My apol ogi zes for m splacing of the

docunment in ny notebook here

A correction that | stated on direct at
Line 242 was to the rebuttal. There was no
correction on direct at Line 242, Page 13. That
correction is nore appropriate -- is applicable to
Page 13, Line 242, the parenthetical about CW P.
It should be account 107, not 108.

Just for your Honors' clarification at
Page 37, beginning at Line 726, this is not an
error but just an inadvertent page break. There
was no i ntended use of white space there. There
wasn't supposed to be a chart or anything. It was
just a page break flipped in when they printed it.

And then at Page 39 as a result of ny
review of the surrebuttal testimony, |'m making a

change at Lines 756. The phrase general expenses
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by 8.467 mllion should now be 5.791 mllion.

As a result of that change, the nunber
whi ch did have a typographical error at 7 -- at
Lines 769 reads as if the company were reducing the
company's requirement by 259 -- $259 billion
Actually, it should read, 256.524 mllion. And
t hat should be 256.524.

(Change of reporters.)

296



10

11

12

13

14

15

16

17

18

19

20

21

22

Q M. MGarry,
testinony, is there any confidenti al

whi ch you have testified to or

A Yes, |

with respect to your direct
i nformati on

in regards to?

believe there is a confidenti al

exhi bit, marked CUB/ CCSAO 2.04 in the errata of

January 26t h,

have both been marked --

2006 and as wel |

as a Docunment

believe were filed as confidenti al

Q M. MGarry

your rebuttal

testi mony which has been previously

turning your

identified as CUB Exhibit 5.0, are there any

exhi bits which have been identified, or should be

identified as confidential ?

A Yes, |

t hrough this q

beli eve the sane,

ui ckly.

if I can thunb

Yes, an exhibit, whi

now mar ked CUB/ CCSAO/ City of Chicago 2.02,

MIM 13.1, is confidenti al. And

It

Q M. MGarry,

guestion regardi ng your

were to ask you any or

are identified

in your

rebutt al

ch is

2.07

are marked confidenti al,

attention now to

schedul e

| believe that's

' mgoing to ask you a

testimony.

| f

all of the questions that

rebutt al

testimony,

woul d
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your answers be the same?

A They woul d.

MR. NI CKERSON: At this point in time, your
Honors, | would |like to move CUB Exhibit 2.0 and
5.0 into evidence, with the understanding that we
are filing both a public and confidential version
of these exhibits.

JUDGE HALOULOS: |Is there any objection? They
will be moved into evidence, then.

(Wher eupon, CUB
Exhi bits No. 2.0 and 5.0 were

admtted into evidence as

previously marked on e-docket as

of this date.)

MR. NI CKERSON: In addition, | would like to

clarify that, as | previously stated on the record,

CUB Exhibit 2.0 has exhibits, which have been
identified as 2.0, 2.001, 2.003, 2.004, 2.005,
2.006, 2.007, 2.008, 2.009.

I n addition, at this time, for
clarification, I would like to identify the

exhi bits which have been attached to CUB
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Exhi bit 5.0, which has been previously identified
as rebuttal testinony of M chael J. MGarry,
Senior. Specifically there are rebuttal exhibits,
whi ch have been previously identified and are
attached as Exhibit 5.01, Schedule MIM 0, MIM 1,
Schedule MIM 1, Schedule MIM 2, Schedule MIM 3
Schedule MIM 4, Schedule MIM 5, Schedul e MIM 6,
Schedule MIM 7, Schedule MIM 8, Schedule MIM 9,
Schedule MIM 10, MIM 11, MIM 12, MIM 13.1, MIM
13.2, MIM 14 and MIM 15.
That concludes my direct at this time,

t hank you.

JUDGE DOLAN: Of these exhibits, what's marked
confidential?

MR. NI CKERSON: Your Honor, with regards to the

direct testimny, that would be 2.04 and 2.07. And

with respect to rebuttal testimony, it's my

understanding it's exhibit -- excuse me, MIM 13.1,
O Exhibit 5.01. And Exhibit 5.0. | think that
covers all our bases. | hope it does.

JUDGE DOLAN: Any objection?

MR. RATNASWAMY: No.
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JUDGE DOLAN: Okay, then, all of the exhibits
will be admtted into the record. Are you ready to
cross exan®?

MR. RATNASWAMY: Yes. Good afternoon, your
Honor . | don't know if this morning anyone entered
my appearance, so | would like to do that now. My
name i s John Ratnaswamy, R-a-t-n-a-s-w-a-my, from
the firm of Foley and Lardner, LLP, 321 North Clark
Street Suite 2800, Chicago, Illinois 60610. On
behal f of the Commonweal th Edi son Conpany.

CROSS EXAM NATI ON
BY
MR. RATNASWAMY:

Q First a few housekeeping things,

M. MGarry. In the exhibits which were just
admtted, | noted that Schedules 13.1 and 13.2 and
14 -- instead of saying Exhibit 5.01 at the top,
they say 2.02, is that a typographical error? At

| east in the versions | was handed this afternoon.

A Where it says in the version file, any of
t he schedul es that say file February 27th, that is

a typo, it should say 5.01.
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Q Thank you.

A | ' m not sure why that happened.

Q Anot her prelimnary matter, | would like to
check ny understanding with you, is it correct that
the Citizens Utility Board and the Cook County
State's Attorney's Office and the City of Chicago
along with Comonweal th Edi son Conpany, have
reached an agreenment, which | believe is supported
by the evidence, that the three entities on whose
behal f you're testifying will wi thdraw their
proposed adjustment to Com Ed's pro forma new
busi ness capital additions and in turn Commonwealth
Edi son Conpany will add a revenue credit to its
revenue requirement calculation in the amunt of
$13, 751, 3257

A Yes, that's ny understanding.

Q Thank you. M. MGarry, are you an

account ant?

A No, | am not .

Q You do have some audit experience?

A | do.

Q The first thing |I would like to talk with
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you about is your testinony regarding amounts that
you referred to as being double counted, between
Com Ed's pro forma capital additions adjustment and
Com Ed's addition to rate base for construction
work in progress that is not accruing allowance for
funds used during construction.

First, let's start with those terns.
What is your understanding of the term, allowance
for funds used during construction or AFDUC?

A My general regulatory know edge of that is
that the interest that is applied to the investment
in funds, it's dollars spent on capital projects
before they're actually placed into service

Q Would it be consistent with your
understanding to think of that as sort of carrying
costs or the tinme value of nmoney?

A Fair enough, yes.

Q And what is your understanding of the term
construction work in progress or CW P?

A CWP is the bucket of dollars used to
record the actual expenditures of projects that the

conpany -- ongoi ng projects. It can be
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construction, all construction related, it can be

just about anything can flow through Account 107.
Q And when you refer to Account 107, are you

referring to the Federal Energy Regul atory System

Uni form System of Accounts?

A | am
Q As to the ampunts that you believe to be
doubl e counted, | take it you want them removed

from somewhere, right?

A That is correct.

Q | take it also there is two possibilities,
It can come out of the pro forma adjustment for
capital additions or they can come out of the CWP
addition; is that right?

A Yes.

Q And which of those two things did you

propose?

A | proposed taking it out of the revenue
requi rement, not out of the cap adds. ' msorry,
out of rate base. | took it out of rate base, |

did not take it out of cap adds, the capital

additi ons.
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Q Al right, let me try it another way,
because | am confused, then. Are you proposing to
di sall ow the CWP amount, then?

A Yes.

Q And did staff witness M. Griffin make a
proposal somewhat along the same |ines?

A That is my understanding.

Q And where did he propose to remove his
proposed adjustment fron?

A His, | believe, his adjustnent was to the
test year pro forma.

Q Okay. Is it correct that if the Comm ssion
were to adopt one of those two adjustments, it
woul d be incorrect to adopt the other?

A It would be incorrect to do them bot h.

A Ri ght.

Q And why is that?

A Because then you're taking out investment
in the plant that nobody is arguing has been spent.

Q Has not been spent, right?

A That has been spent.

Q Okay, | think we understand. Do you agree
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that a Com Ed -- you know what, when | read the
transcript, "Il kick myself, so let's try that
again. No one disputes the noney has been spent;
Is that correct?

A That is correct.

Q Do you agree that at Com Ed some of its
capital projects accrue AFUDC and some do not?

A | believe that is correct. They have a
policy that allows AFUDC on projects greater than
6 nonths and $25,000. Subject to check |I believe
that's the --

Q What is the base of that understandi ng?

A A response to a DR or having been provided
a copy of that policy.

Q How sure are you about the 6 months part of
it?

A Subj ect to check, pretty -- it m ght be 3,
it mght be 3 months. $25,000 number |'m sure of.

Q s it correct that, assum ng it was | awful,
you don't have any objection in principle to the
i nclusion of non- AFUDC bearing CWP in rate base?

A Well, not being an attorney, | don't know
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that | can answer the question on a | awful basis.
From a regul atory perspective, Illinois -- the
Comm ssion has allowed CWP in rate base in the
past and with respect to Com Ed, specifically.

Q And do you have any objection in principle
to CWP of that nature being included in rate base?

A No.

Q What is your understanding of the goal to
be achi eved by including non-AFUDC and CWP in rate
base?

A My under standi ng woul d be that the Conpany
Is attenpting to recover what's earned and return
for its shareholders on that value of the CWP
bal ance at the time it files its rates.

Q And is it correct that if non- AFUDC beari ng
CWP were not allowed in rate base, then the
conpany woul d have no mechanismto recover the time
val ue of the nmoney spent on those projects until
they are actually declared in service and put in
the rate base?

A That is correct.

Q Are you famliar with at what point in the
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life of a capital project a utility starts to
accrue an appreciation on it?

A | have to check, but | believe it is once
it's closed from 107 into Account 101, but | would
have to double check that

Q Do you agree that the pro forma capital
additions that Commonweal th Edi son Conmpany proposed
in this case are limted to projects placed in
service in the year 20057

A | believe that's correct.

Q What is your understanding, if any, of
whet her Com Ed coul d have proposed pro forma
capital additions for projects placed in service
t hrough as | ate as August 31st, 20067

MR. NI CKERSON: 1'm going to object, | believe
this question calls for speculation, for
information that M. MGarry has not testified to
in his direct or rebuttal testinony.

JUDGE HALOULQOS: Sust ai ned.

MR. RATNASWAMY: Well, my objective on cross is
in part to obtain information that was not included

in his direct or rebuttal testinony. But it's
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rel evant .

MR. NI CKERSON: Your Honor, with all due respect,
adequate time is provided to issue data requests to
seek out and ferret out information that Com Ed and
its attorneys believe is relevant. This is cross
exam nation, not subject to wi de scope, but to the
scope that is limted and to the substance of the
testinony that is provided on direct testinony by
M. MGarry in his rebuttal testinony.

JUDGE HALOULQOS: Sust ai ned.

BY MR. RATNASWAMY:

Q As it happens, we did ask this data request
and M. McGarry did answer it.

A | didn't know if I'm supposed to tell him
or not, | knew.

Q M. MGarry, do you recall being asked in
Com Ed Data Request CCC-5.03?

A | do.

Q And did you provide a revised response to
t hat data request ?

A Under the advi sement of counsel, yes.

Q |*"'m not trying to belabor it, based on this
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answer, is it correct that it is your understanding
that Com Ed had the ability to submt pro form
adjustments for plant additions through August

31st, 20067

MR. NI CKERSON: 1'm going to object to the form
of the question. Again, | believe it is outside
the scope of cross exam nation. Clearly, the
response has been stated. First CUB objects, so
|"mgoing to -- response to Com Ed CCC-5.03, CUB's
response is, CUB objects to this question as overly
broad and poses a hypothetical that is unclear.

W t hout waiving the aforestated objections, the
reference testinony speaks for itself and makes no
i nference to matters that concern capital

addi tions.

MR. RATNASWAMY: Your Honor, | think one of the
reasons there is a revised response is because the
objection is incorrect. |In fact, on Pages 12
through 17, M. MGarry is discussing nothing but
the alleged overlap of CWP and capital additions.
In fact he uses the words capital additions in that

section of his testimony.
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What we're trying to establish here is
that he is proposing a disallowance for a rate base
and we are trying to establish the point that, in
fact, we could have asked for 8 months more of
capital additions, and therefore his adjustnment is
unfair.

JUDGE HALOULQOS: Overrul ed.

THE W TNESS: So after all of that, could you
restate your question?

BY MR. RATNASWAMY:

Q Sur e. Is it your understanding that Com Ed
had the ability to propose a pro forma adjust ment
for plant additions for the period January 1st
t hrough August 31st of 20067

A My non-1| egal understandi ng of Section 287,
Part 4 of Title 83 says that, yes, they could have.

Q Okay, thank you. Do you agree that Com Ed
in this case in calculating the amount of non- AFUDC
CW P they proposed to include in rate base, used
t he bal ance as of Decenmber 31st, 20047

A Yeah, | think the record states that.

Q Do you agree that given the short-term
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nature of the projects that make up non- AFUDC CW P,
you woul d expect nost, if not all, of the bal ance
as of December 31st, 2004 to be in the 2005 capital
addition?

A | do.

Q Woul d you have that same expectation if the
bal ance was the non-AFUDC CW P figure as of June
30t h, 20057

A Assum ng that the types of projects that
were flowi ng through CW P, the maj or bl ankets, the
size of those bl ankets had not substantially
changed in 6 months, and that it was just a matter
of the flow of the dollars, then, yes, your
hypot hetical woul d be accurate.

Q And would it be -- would you expect the
same thing -- I"'msorry, if the balance that had
been used for the non- AFUDC CW P was December 31st,
2005, would you agree that you woul d not expect
there to be any overlap between those dollars and
the 2005 pro forma capital addition?

A That would be I ess clear, maybe, maybe not,

depends on what projects were out there, what, you
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know - - whether we had a series of small projects

t hat were taking a long time to inmplenment, | don't
know t he exact -- all of the exact projects that
were going in there. So to say a project would
have definitively been in -- on December 31st, that
was in there on January 1 of '"04, | don't have any

information to say yes or no to that question.

Q Okay. I think based on that, | must not
have phrased the question correctly. Let's say
M. HlIl, the revenue requirement witness for Com

Ed, instead of using the December 31st, 2004
non- AFUDC CW P bal ance, had used the number from
December 31st, 2005, so a year |ater, would you
expect there to be any double count, as you've used
t hat phrase, between the dollars in the CWP
account at the end of 2004 and the pro forma
capital additions which are for products that were
pl aced in service in 20057

A So long as that -- the bal ances that were
reflected in the -- if M. Hill, hypothetically,
had shown the -- two things would have corrected

this problem If cap adds, the capital additions
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pro forma had shown the net increase from the
filing date in the trial balances to '04 had shown
t hat amount, the net between the trial balances and
what had occurred in the successive 6 nonths, and
then M. Hill showed a pro forma adjustment show ng
the current or July 1st CW P bal ance, the problem
woul d probably, subject to check, go away.

Q Because, and | think you actually said this
earlier, but I want to double check, when a dollar
in Account 107 is a dollar for a project, that gets
declared in service is closed, it |eaves Account
107 and goes to Account 101, right?

A That is correct.

Q Based on the data you've reviewed, what is
your opinion, if any, on whether Com Ed has a
normal | evel of non- AFUDC CW P?

A My rebuttal testinmony is clear on this
I ssue, and |'ve submtted a chart that shows the
randomnmess of the level, both on a quarterly basis
and on an annual basis of that CWP bal ance. And
it was just nothing more than a restatement of what

M. HIIlI, or one of the witnesses, Com Ed
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wi t nesses, had provided in their testimny.

Q Are you referring to the table that's on
Li ne 2647

A Of my rebuttal, yes?

Q Okay.

A In my rebuttal, | said, it's definitely
normal , definitely recurring, the question is what
|l evel . The variability of the level is the issue

Q And what was the average, according to your
table, is it $52,501, 0337

A As shown at Columm C, Line 21, that is for
the average of all of the quarters of all of the
data, including the annual average there. That's
hi ghli ghted ki nd of highlighted headlines 4, 8, 12,
16 and 20.

Q And woul d you agree that the |level that

M. Hill proposed to add to the rate base was
53, 449, 0007
A Yes.
Q | think you stated earlier, you're not an

attorney, right?

A A coupl e of tinmes.
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Q Did you -- to any extent whatsoever, is
your testinony based on any | egal opinion about any
provi sion of the Public Utilities Act?

A Rest ate t hat again.

Q Well, let me make it narrower. I s any part
of your testimny based on a | egal opinion about
Section 9-214 of the Public Utilities Act, which is
the section that tal ks about CW P?

A No.

Q Have you reviewed many Illinois Conmerce
Comm ssion rate case orders?

A Coul d you define many?

Q More than 107

A Certainly.

Q Are you aware of any |ICC order in which the
Comm ssion found that if the utility both proposed
pro forma capital additions and proposed non- AFUDC
CW P, that the conpany had to deduct any
overl apping dollars on the same projects?

A | can't say |I'm aware of any.

Q On Lines 161 to 172 of your rebuttal, you

refer to certain testinmny of M. Costello and
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M. Hill, regarding the subject of incentive
conpensation; is that correct?

A Yes, it is.

Q And is it fair to say that what you're
saying there is that their testinony is consistent
with the position you're taking?

A "' m not sure ny testimny says that.

Q Do you -- well, did you cite and guote
portions of it because you felt it supported your
position?

A Yes, it does.

Q Does that nmean that you agree with the
portions that you cited and quoted?

A As to the merits of the incentive conp?

Q Well, for the exact points that you cited
and quoted in those lines, do you agree with it?

MR. NI CKERSON: 1'm going to object to the form

of the question. The form of the question is

somewhat vague. | f counsel would be so kind as to

make the question more direct, specify, | think it

woul d be easier for the witness to answer.

MR. RATNASWAMY: Well, I'm asking him-- he cited
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and quoted themon Lines 161 to 172. |'m asking if
he agrees with what he cited and quot ed. | think
that's a fair question.

MR. NI CKERSON: |I'm going to reiterate my same
obj ecti on.

JUDGE HALOULQOS: Overrul ed.

THE W TNESS: The point -- to ask me if | agree
with M. Hill and M. Costello on incentive conp
was not the point of ny testinony here. | f you

could point to ne to where in ny testinony | agree
with the merits of the incentive comp, |1l
certainly be able to answer the question.

BY MR. RATNASWAMY:

Q Well, I"mnot trying to ask you a question
about the merits of incentive conmp generally, |I'm
just asking you about the points that you yourself
noted on Lines 161 through 172.

MR. NI CKERSON: Objection to the form of the
guestion. Again, | think the question is vague.
Are you asking the witness to express his opinion
for how these quotations was used, is that the

gquestioning you are asking hin?
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MR. RATNASWAMY: No, |'m asking himif they are
ri ght or wrong. | f you want me to put it another
way. Does he agree with what he quoted?

JUDGE HALOULOS: Overrul ed.

BY MR. RATNASWAMY:
Q And cited. Do you agree with what you

guoted and cited on Lines 161 through 1727

A What - -

MR. NI CKERSON: 1'm going to object to the form
of the question, | don't think it's a clear
gquestion. Obviously the witness is having

difficulty answering the question.

MR. RATNASWAMY: Well, there are different kinds
of difficulty.

MR. NI CKERSON: And there are different kinds of
guestions, ones that can be nore precise.

MR. RATNASWAMY: | don't know what is nore
preci se than saying, is it right or is it wong,
Counsel .

JUDGE HALOULOS: |Is there any other way you can

phrase the question, Counsel?
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BY MR. RATNASWAMY:

Q Let's try again, here. Let's take a piece
for a moment. The sentence that begins on Line 163,
the one that begins with the words they argue. I's
their argunent right or is it wong?

A A coupl e of things. My statenment here, |
believe, is factually correct. They argue that as
a reward, part of their incentive conmp is directly

related to meeting and exceedi ng productivity and

efficiency goals. | cite M. Costello's testinony,
| believe it's factually correct. | have no way of
knowi ng whet her or not what -- whether or not their

testinony is correct.

Q So when you cite it here, all you're saying
is if they're right, I'mright?

A | believe the point of this testinony was
to talk -- was addressing the issue of
M. Costello -- M. DeCanmpli's testimony and the
i nconsi stency with what M. Costello and M. Hill
were submtting.

Q So | take it you believe there is an

i nconsi stency between the testinony of M. DeCanmpli
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on the one side and that of Mr. Hill and Costello
on the other side?

A | believe | specifically state those words.

Q But is it fair now to take away from this
coll oquy that you are not going to say who is right
and who is wrong in any instances?

A What |'m not prepared to do is to pass
judgment on whether incentive conmp and the issue of
incentive conmp is right or wrong.

Q What about the specific points that you
cited and quoted?

MR. NI CKERSON: | believe this question has been
asked and answer ed. | want to nmake an objection on
t hose grounds.

MR. RATNASWAMY: It's been asked. | don't think
it's been answered.

JUDGE HALOULOS: Ask the question one nore tinme
and the witness can answer the question this time.
BY MR. RATNASWAMY:

Q You are saying the testimony is
i nconsi stent between M. DeCanmpli and M. Hill and

Costell o on the other side, so which side is right?
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A The point of nmy rebuttal testinony was to
show t hat conpany executives, M. Costello and
M. Hill were advocating that as part of their part
of the incentive comp program they incent their
workers to reduce O and M which was inconsistent,
in my opinion, with what M. DeCanpli said, that
expenses were going to go up. Or as he put it,
we' ve gotten all we can get, inferring that they
were no | onger going to go down.

Q Do you know -- did you review the order in
Commonweal t h Edi son Conpany's | ast delivery service
and rate case, the nost recent one, in other words?

A 01-04237

Q Yes.

A Yes, many pieces of it, maybe not the whole
t hing.

Q Do you know what | evel of distribution of O

and M expenses was approved by the Comm ssion in
t hat case?

A ' m aware of it, generally, | don't know
t he exact nunmber and | don't have it in front of

ne.
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Q ls it fair -- I"msorry, is it consistent

with your recollection that it is approximtely

$37 mllion more than Com Ed asked for in this
case?
MR. NI CKERSON: 1'm going to object to the form

of the question. The witness has testified he
doesn't have the document in front of him he
doesn't recall the exact nunber. |[|If counsel would
be so kind as to present the docunment to the

wi t ness, we can verify and perhaps he can answer
your questi on.

MR. RATNASWAMY: | don't think | need to mark it
because it's an Appendix to a Comm ssion order.
Here Appendi x A, Schedule 1 of the Conmm ssion's
final order in Docket 01-0429.

THE W TNESS: | believe I'"'mset, | think I have
the information | need in front of me, | think.

BY MR. RATNASWAMY:

Q Did you review the Appendix to the order i
the |l ast case when you were review ng the order?

A | believe so, yes.

Q Does this refresh your recollection as to
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the |l evel of distribution of O and M accrued in the
| ast case?

A Referring to which colum, the approved pro
forma?

Q Colum F, Line 67

A Yeah, 314,463,000, yes.

Q And that's 314, 453, 000?

A That's correct.
Q And you were proposing in this case a

di sal |l owance of approximately $13 mllion of

di stribution of O and M expenses; is that right?
A That is correct.

Q Woul d you agree that Com Ed's going in
number in this case, what it asked for, is
approximately 37 mllion |less than what was
approved in the |ast case?

A Based on subject to check, |I'm | ooking at
Schedul e A5 of the Conmpany's errata and | believe
there may be another change after this, but if
we're referring to the total company unadjusted --
|*"msorry, the going in nunmber, if you're referring

to Colum C of Schedule A5 in M. Hill's testinmony,
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again, subject to check, that's 14 -- yeah, that
woul d be roughly 37 -- some number in that
bal | park, wi thout taking a calculator to it.

Q Are you famliar with the amounts of
i ncentive conpensati on approved in the |ast case
and proposed in this case?

A | am not.

Q Pl ease refer to Lines 381 to 408 of your

rebuttal testinony.

A 3817

Q 381 to 408, please.

A Okay.

Q s it correct you contend that certain of

Com Ed's proposed rate case expenses are not known
and measur abl e?

A That is correct.

Q What is the standard you are applying there
as to whether an expense i s known and measurabl e?

A | believe the requirement is, in 287.4,
there has to be sone study analysis, contract,
signed contract, docunentation which basically

supports the adjustnent, a pro forma adjustment,
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goi ng forward.

Q Does t he sanme standard apply when the
standard is going to increase or decrease the
amount of revenue requirenent?

A | believe there is no distinction in the
287.4, | don't believe there is any distinction, so
yes, it would have to do with both sides.

Q Pl ease refer to Lines 448 to 459 of your
rebuttal . s it correct there that you are
proposing an adjustment related to the Company's
uncol l ecti bl e expenses in its revenue requirement?

A Yes.

Q Do you agree that in your chart, on Page 26
of your testinmony, that that chart shows an upward
trend in Com Ed's uncoll ecti bl es percentage?

A Which -- could you give me the |ine nunmber
you're | ooking at.

Q The one that is on 512, starts on 5127

A When you | ook at -- yes, that chart does
show a slightly uphill line. It's not marked a
trend Iine, but that's what it infers, when you

start with the uncollectibles expense as a percent
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of operating revenues at 2000.
Q Okay. If you could go back to Lines 495 to
496, please. There you reference a particular

staff schedule, do you see that?

A | cite using the data of staff's Schedul e
2.5.

Q Do you have a copy of that schedul e?

A | don't believe | have it. If | have it --
' mnot sure | have -- no, | do not have her
testinmony -- | have her direct, | do not have her
rebuttal .

Q 2.5 1is fromher direct.

A Ch, I'msorry. | don't believe | have it,
| have schedule -- let me see if | can find it. |
don't have it. | thought | had it, | don't

Q Do you remember this schedul e?

A | do and | have it electronically.

Q Do you agree that if one averaged the

dol Il ar amount of Com Ed's uncoll ectible expenses
over that period, that the average would be 44.4
mllion?

A Again, starting with 2000 -- | believe,
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subject to check, it |ooks about right. WTthout a
cal cul ator and without having to go through the
math, |1'11 accept it, subject to check.

Q And that is between 6 and $7 mllion nore
than Com Ed has asked in its revenue requirement;

is that correct?

A |'ve got to wite it down, say it again.
Q Do you agree that the average for that
five-year period is between 6 and $7 m |l lion higher

t han the amount Com Ed proposed to include in its

revenue requirement?

A Again, | would have to check the numbers,
but yes.
Q Do you recall being asked a data request

about why, if rate case expenses are anortized over
a period of years, utilities should not recover
carrying costs?

A | recall it, yes.

Q And is it correct the sole reason you gave
is that it was your understanding that the I CC has
not generally allowed, as a rule, the carrying of

such recovery costs?
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A That is my understand being, yes. Wth the
exception of, | believe 01-0423, which there was,
if I remember, the recollection was that -- ny
response was with the exception of 01-0423, which
was al | owed.

Q Thank you. | f you could turn to Line 665
to 666 of your rebuttal, please

A What number, again?

Q 656 to 6667

A " m there.

Q And is it correct that you say there, ny
recommendati on does just that by seeking an audit
of the pricing terns and conditions as set forth in
the GSA. Just for clarity, what is the GSA?

A General services agreement, between Com Ed
and Exel on or the BSC conpany.

Q Woul d you agree that in your direct what
you proposed was an eval uation, quote, evaluation,
unquote, that you did not use the word audit?

A | would have to go back and | ook at the
testi nony, but that nmay be true.

Q Do you agree that an evaluation is not
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synonynous with an audit?

A In my direct | was -- ny direct
recommendati on was that the Comm ssion conduct an
eval uati on, order an eval uation. My i nference was
anal ogous to an audit. Wiile | my not have
specifically said that the Comm ssion should order
an audit, they -- | did infer that the Comm ssion

shoul d order an eval uation, which is anal ogous to

an audit, which would result, in all Iikelihood, as
an audit.
Q Do you agree that in neither your rebuttal

nor your direct did you propose any timng for this

audit ?
A That is correct.
Q And woul d you also agree that you did not

propose any details about the nature of the audit?
A No, | wouldn't agree with that. | agree --

my rebuttal states clearly that they need to

check -- need to order an evaluation and audit to

renew the pricing of the terms that are set forth

in the service |evel agreenment charters. And |

cited a confidential exanple of the charges that
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should be -- types of things that should be
included. So no, | don't agree with your prem se.
Q Do you recall being asked a data request
about your proposal s?
A Yes.
MR. RATNASWAMY: Your Honor, there may have been
di scussion but | wasn't present for it, | don't
know how you want cross exhibits number ed. | don't
know i f you want it to be one higher than the
party's | ast exhibit or do you want us to just
start at 17
JUDGE HALOULOS: Start at 1.
MR. RATNASWAMY: So could I mark this as Com Ed
Cross Exhibit 1, please.
(Wher eupon, Com Ed Cross
Exhi bit No. 1 was
mar ked for identification
as of this date.)
BY MR. RATNASWAMY:
Q s this a data request that you were asked,
M. MGarry, relating to your data?

A Yes, it is.
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Q And is the answer stated there the answer
t hat you gave?

A Yes.

Q Did you intend it to be a conplete and
accurate answer?

A At the time when | answered this, |
provi ded basically to answer this request, where in
the direct testinmny have you proposed any details
of the timng or nature of the audit that you
propose of the pricing terms and conditions set
forth in the general services agreenment, please be
specific.

My response only goes to the issue of
details, having proposed any details. So your
guestion, was it a conplete response, in retrospect
| ooking at it, you have asked, the Conpany, also
asked nme to describe the nature of the audit. To
that, | probably would refer you back to my | ast
answer and your | ast question.

Q Okay. The question | just asked you,
t hough, was at the time you answered this, did you

intend it to be an accurate and compl ete answer ?
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A Yes, that was my intent.

Q I n your direct testinmony, you refer to a
data request that CUB asked, relating to obtaining
a working electronic copy of the Conpany's Part 285
file. Do you remenber that?

A Yes, | do.

Q And you site the response that Com Ed gave
to CUB Data Request 4.01; is that right?

A That's correct.

Q You did not attach that response to your
testinony?

A | believe it is. It's identified in the

testi nony as CUB 2. 009.

Q l'"m sorry. Is it attached?
A | believe it is. It was provided on the --
now, again, it was corrected on the errata filing

in |ate January, the response was actually
provided. The original filing did not include -- |
believe it only included the actual request -- or
actually the whole series of 4.1 through 4,

what ever we had, and did not include the response

On the errata filing at the end of the January we
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did submt the response. And | do have a copy of
it here, but it's not marked with the appropriate
header. It's right here.

Q Okay. " mnot clear, then, on whether this
has already been adm tted when his direct and
rebuttal was admtted or not. [t's not in the
copies | was handed this morning, so that's why |I'm

aski ng.

A You are | ooking at the original filing from

Decenmber 23rd or 22nd, whenever it went in. The
errata version on the 26th of January included the
response.

MR. RATNASWAMY: I n that case, | have have no
further questions and | thank you for your tinme.

THE W TNESS: Thank you.

MR. RATNASWAMY: Your Honor, | do nove the
adm ssion of Com Ed Cross Exhibit No. 1.

JUDGE HALOULOS: Any objection?

MR. NI CKERSON: No objection. Your Honor, at
this time I wanted to clarify for our own piece of
m nd, for lack of a better phrase, that all of

CUB' s exhi bits have been admtted into the record
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of evidence.
JUDGE HALOULOS: Com Ed's exhibits as well as
CUB's exhibits are admtted into the record.
(Wher eupon, Com Ed Cross
Exhi bit No. 1 was
admtted into evidence as
of this date.)
MR. NI CKERSON: Thank you, can | have just a
brief noment?
(Break taken.)

JUDGE HALOULOS: Are we ready to proceed?

MR. NI CKERSON: We are, thank you very much for

i ndul ging us in a short recess, we appreciate it.

REDI RECT EXAM NATI ON

BY

MR. NI CKERSON:

Q | have a few questions for you,
M. MGarry, on redirect.
First question, | would like to draw

your attention to, or actually relate to your
rebuttal testinony, specifically at Page 26,

begi nning at Line 512. | believe that opposing
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counsel Attorney Ratnaswany asked you a question
regarding this chart and whether the trend was that

uncol  ecti bl e expenses were increasing; is that

correct?

A That is correct.

Q Do you have any further comments on the
chart ?

A Yes, | woul d. | would like to point out
that if you isolate on -- beginning in 2002, the

trend line is significantly downward. And that
corresponds to the Conmpany's testimony that it has
I nproved the collection practices and as stated
both by the Conpany and by staff wi tness Hat hhom
Q Com Ed Attorney Ratnaswanmy asked you a
guestion on cross exam nation with respect to
whet her you were aware of any |CC docket where the
Commi ssi on proposed overlap for CWP and cap
additions. Are you aware of any Comm ssion order
wher eby the Comm ssion reconmended a doubl e count
of CWP and capital additions?
A To my know edge, the Conm ssion has not

all owed an overlap of CWP projects.
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Q There were a series of questions posed by
Attorney Ratnaswany with respect to an inconsistent
position that was taken by M. DeCanpli on the one
hand and M. Hill and M. Costello on the other
hand. Do you have any further comments on that
subj ect?

A Yes, | just want to be clear that ny
testi nony was not aimed at the merits of incentive
conmp and the levels that are being discussed by
other witnesses in this case. My, as | stated, and
"1l restate here, just so we're clear, my point
was to say that the Conmpany executives are fighting
hard for incentive conp and at the sanme tine --
using a justification of |Iower O and M, which was
i nconsi stent with what M. DeCanmpli is proposing in
his testi mony.

Q One final question for you, again, Attorney
Rat naswany asked you several questions regarding
what is known in this proceeding as the general
service agreenment between Exel on and Com Ed. Do
you have any further testinony that you would |ike

to provide on that subject?
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MR. RATNASWAMY: | have to object to that one,
your Honor. That is really not a redirect
gquestion.

JUDGE HALOULOS: Sust ai ned. Pose a question.

BY MR. NI CKERSON:

Q Certainly, let me rephrase the question.
M. MGarry, isn't it true that during direct --
excuse me, during cross exam nation M. Ratnaswanmy
asked you sone questions regarding the general
servi ce agreenment ?

A He did.

Q In fact, isn't it also true that
M. Rat naswany asked you several questions with
respect to whether you recommended that the
Comm ssion audit or performan audit of a general
service agreenment ?

A That is correct.

Q At this point in time, with respect to the
testinony, which is contained in your rebuttal, do
you have any further coments or testinony with
respect to the Comm ssion's audit original service

agreement ?
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MR. RATNASWAMY: |'m sorry, your Honor, | do have
to object again. The whole point of that discovery
was to flesh out details. W should not hear new
details of the proposal now.

MR. NI CKERSON: Your Honors, with due respect,

" mnot asking to introduce any new details, sinply
to clarify points that were left unclarified on
Cross exam nati on.

JUDGE HALOULOS: Overrul ed.

THE W TNESS: Again, as | stated in ny rebuttal,
the -- my recommendati on was that the -- the
Comm ssion use its audit powers to go in and
eval uate the service |level agreements that generate
the costs that are now fl owi ng through to Com Ed.
And | provided specific sites and exanple of the
ki nds of things that would be under reviewin terms
of pricing, the dollars per check processed, which,
and the data that is in there is confidential, but
t he magnitude are mllions of dollars in just that
one exanpl e.

So basically that's what ny

recommendati on was, for the Comm ssion to use its
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1 audit powers to go in and make sure of the fairness
2 of those -- that pricing, which covers many, many,
3 many services that Com Ed's ratepayers are asked to
4 Dbear.

5 MR. NI CKERSON: Thank you, | have no further

6 questions at this tinme.

7 JUDGE HALOULOS: Anything further?

8 MR. RATNASWAMY: No further questions, your

9 Honor.

10 JUDGE DOLAN: Thank you, M. MGarry.

11 THE W TNESS: Thank you.

12 (Wtness excused.)

13 JUDGE DOLAN: We're going to take a break until

14 4:00 o'clock and then we're going to start backup.
15

16

17

18 (Change of reporters.)

19

20

21

22
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(Wher eupon, there was a
change of reporter.)
JUDGE DOLAN: We're going to go back on the
record. Are we ready to present our next witness?
MR. THOMAS: | don't believe an appearance was
entered for nme this morning. My nanme is Dale
Thonmas. ["mwith the law firmof Sidley Austin,
LLP, One South Dearborn Street, Chicago, Illinois,
60603. ' m here representing Commonweal th Edi son,
and |'m specifically here to present Conmonweal t h
Edi son's next witness, M. Katherine Houtsm.
JUDGE DOLAN: Ms. Houtsma, please raise your
ri ght hand.
(W tness sworn.)
KATHERI NE M HOUTSMA,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY
MR. THOMAS:
Q Ms. Houtsma, would you state your nanme for

the record.
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A Kat herine M Houtsma.

Q By whom are you enpl oyed?

A Commonweal t h Edi son Conpany.

Q What is your position there?

A My position is vice president, regul atory
proj ects.

Q Ms. Houtsma, did you file any direct
testimony in this proceedi ng?

A No.

Q Did you file rebuttal testinmny and
surrebuttal testinmony in this proceedi ng?

A | di d.

Q Ms. Houtsma, | would like to show you a
docunment which has been marked ComEd Exhibit 18.0.
It is entitled rebuttal testimny of Katherine M
Hout sma, CPA, vice president, regulatory projects,
Commonweal t h Edi son. It's dated January 30t h,
2006. It consists of a table of contents, 30 -- 28
pages of questions and answers and one, Exhibit
18. 1.

Ms. Houtsma, is this your rebuttal

testimony in this proceeding?
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A Yes, it is.

Q And do you have any corrections to this
rebuttal testinony?

A No.

Q If I were to ask you the questions that are
contained in this rebuttal testinmny, would your
answers be the sane?

A Yes.

Q Are those answers true and correct to the
best of your know edge and belief?

A Yes, they are.

Q Let nme now turn to a second docunent which
has been marked ComEd Exhi bit 35.0. It is entitled
surrebuttal testinmony of Katherine M Houtsma, CPA,
vice president, regulatory projects, Conmonwealth
Edi son Conmpany, March 14th, 2006. It consists of a
tabl e of contents, 30 page of questions and
answers, and five exhibits marked 35.1 through
35. 5.

Ms. Houtsma, is this document your
surrebuttal testinmony in this proceedi ng?

A Yes, it is.
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Q Do you have any corrections to this
testi nony?

A | have one correction to Exhibit 35.3, Page
101.

Q What is that correction?

A On line 8 the caption reads total 2005
pensi on cost dash O&M and capital. The words and
capital should be stricken.

MR. THOMAS: If |I may, here's a copy for each of
t he hearing exam ners. And, M. Hearing Exam ner,
for the record, we found out about this correction
this morning. W will submt a new exhibit of the
surrebuttal testinmony which will contain this
corrected exhibit by E Docket .

JUDGE DOLAN: That's fi ne.

MR. THOMAS: Q Wth that correction, if |I were
to ask you the questions which are contained in
this surrebuttal testinony, would your answers be
the same?

A Yes.

Q Are those answers true and correct to the

best of your know edge and belief?
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A Yes, they are.

MR. THOMAS: | hereby move into evidence ComEd
Exhi bit 18 and ComEd Exhibit 35, and | tender
Ms. Houtsma for cross-exam nation.

JUDGE DOLAN: Any objection?

MS. SODERNA: No objection.

MR. FOSCO:. We have no objection, but actually
when we do ask questions, a couple of them are
going to go to some foundation issues. So as |ong
as it's not w thout waiving our right to strike if
it turns out that there's no foundation issues.

MR. THOMAS: We have no objection if he actually

rai ses a foundation issue |ater. | think it's
appropriate, but it would be -- the docunment should
be admtted into evidence, | believe.

MR. FOSCO: That's fine. | don't..

MR. THOMAS: Subject to striking whatever
portions you're able, if any.

MR. FOSCO: If any.

JUDGE DOLAN: Subject to that, rebuttal Exhibit
No. 18.0 and surrebuttal Exhibit 35.0 are adm tted

i nto evi dence.
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(Wher eupon, ComEd
Exhi bit Nos. 18 and 35 were
admtted into evidence as
of this date.)
JUDGE DOLAN: You can proceed, Counsel.
CROSS- EXAM NATI ON
BY

MS. SODERNA:

Q Hell o, Ms. Houtsma; is that correct?

A Ri ght.

Q |*'m Julie Soderna, and | represent the
Citizens Utility Board. "Il be asking you sone

guestions regardi ng the Exel on general services
agreement and the corporate governance charges.
Adj ust ment.

"1l start with the governance charges
adjustment. And in both your rebuttal and
surrebuttal testimny, you take issue with certain
adj ustments made by staff witness Ms. Hat hhorn and
CUB CCSAO City witness M. MGarry; is that
correct?

A That's correct.
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Q One of those proposed adjustments on behal f
of staff -- and I'lIl call the three entities CCC
just for shorthand.

MR. THOMAS: That works for me.

MS. SODERNA: Q One of the proposed adjustments
on behalf of staff and CCC was that the conpany use
actual 2004 data to develop certain allocators; is
t hat correct.

A | know that it is correct with respect to
staff, so yes.

Q Okay. And the allocators that I'm
referring to were to calculate the corporate
governance cost allocation for ComEd, correct?

A Correct.

Q Referring specifically to your rebuttal
testi nony, Page 5, lines 93 through 105, are you
t here?

A Yes.

Q You state that it is Exelon Business

Servi ce Conpany - -
A Correct.

Q Cor porati on, Conpany?
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A Busi ness Servi ces Conpany.
Q Busi ness Services Company or BSC, that it's
Exel on BSC' s practice to use the nodified

Massachusetts fornula to calculate its corporate

governance allocation factor; is that correct?
MR. THOMAS: Excuse ne. " m going to object,
and | don't like to object, but |I don't believe it

says that it's the practice to use the MW. I
think the testimony is quite clear it is required,
so that | believe you need to read the whole
sent ence.

MS. SODERNA: Q Why don't | read the whole
sentence in the record.

Well, it says Exelon BSC's policy has
been to use forecasted inputs prepared prior to the
start of the year to calculate the allocation
factors that it uses for that year.

That's what you said, correct?

A That's correct.
Q Okay. Just so we're clear.
And the met hodol ogy referred to the --

we'll call it for shorthand MW met hodol ogy -- it
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amounts to basing the cost allocators on budgeted
data rather than actual data; is that correct?

A There are three factors involved, and two
of the factors, the practice is to use budgeted

data because the actual data is not avail abl e at

the time --
Q Ri ght.
A The third factor is based on the actual

hi storical asset bal ances.
Q So maybe | should clarify the allocators
are produced using the budgeted information, and
t hen when the costs are applied to the allocators,
it's the actual costs that are applied to those
al l ocat ors.
s that a fair way of surmsing it?

A Actual costs are used, and they're

all ocated using a factor that has three conmponents.

And two of those three components are based on
forecasted factors for --

Q Fair enough.

A -- for the year at issue. The third

conponent which is total assets is used nost --
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it's the most recent historical data going into the
end of the year. So it's an actual input as
opposed to a forecast.

Q Okay. Thanks for that clarification.

So just to clarify kind of in general
t hat that met hodol ogy means that the cost
attributed to 2004 test year in this proceeding are
based at |east in part on budgeted information from
2003; is that correct?

The all ocation -- the allocators, as you
just said, that are based upon budgeted -- or I'm
sorry, budgeted or forecasted information?

A The factor itself includes the use of some
forecasted data. The costs that are allocated are
actual costs incurred.

Q Thank you.

A And | guess just to be totally clear, the
costs that are included in the test year are the
actual costs that are billed to ComEd

Q Ri ght.

The allocators that are used to divide

up those costs use the projected -- there are
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projected information in that -- in those
al l ocators?

A That's correct, the inputs to the
all ocation factor are --

Q | think we've got it.

l'"d like to mark this cross exhibit CUB
Cross Exhibit 1. This is Commonweal th Edison's
response to Staff DLH 7. 04.

JUDGE DOLAN: Do you want to mark this only CUB
or CCC?

MS. SODERNA: | can do it CCC, sorry.
Correction. We will mark that as CCC Exhi bit Cross
Exhi bit 1.

Q Now, this is a response, the conpany's
response to a request from staff to provide revised
al l ocation factors using historical or actual data;
is that right?

MR. THOMAS: Coul d you repeat that question
pl ease.

MS. SODERNA: Q | can restate the request, but
| just was summarizing it to ask for the staff's

request to -- for the conpany to provide revised
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al l ocation factors and allocation percentages based
on historical Decenber 31st, 2004 data. That's
what was requested?

A That's correct.

Q I n your response -- or, sorry, in the
conmpany's response, it states when possi bl e,
projected values for the upcom ng budget are
generally used when avail abl e. Hi storical val ues
are used when budget information is not readily
avai l abl e.

| s that correct?

A Correct.

Q Have you reviewed this discovery response
in preparation for trial?

A Yes, | am famliar with it.

Q You're famliar with it. Okay, great.

So in general the budget information --
in your response it seenms to say that budget
information is essentially the default with regard
to generating these allocation factors as opposed
to actual data; is that correct?

Proj ected values are generally used when
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avai |l abl e?

A Proj ected val ues are used when avail abl e,
that's correct.

Q And those would be used -- even if actual

data was avail able, projected values would be used?

A well - -

Q Their preference would be to use projected
val ues?

A The factors are devel oped at the end of the

year as part of the budget process, and so at the
end of -- the factors for the followi ng year are
devel oped. So actual data for the follow ng year
is by definition not available at that point in
time so we use the forecast to the extent that we
have a forecast. If the forecast for the following
year i s not available, then historical data is used
as the default. It's an attempt to try to get
t hi ngs as accurate as possible.

Q |*"'m going to put things more in | ayman's
terns.

So the conpany -- along the |ines of

your response, the conpany does not then make a
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practice of going back and sort of truing up the
all ocators with actual -- using actual data. They
the allocators remain the same after -- even when
the actual data is available; is that correct?

A There is a review that is performed.
Unl ess they're materially different, they're
generally not updated because. ..

Q Okay. This -- we're speaking still about
essentially what is the MMF met hodol ogy which is
what you summari zed in the beginning of our

di scussi on, right?

A Well, this data request is not --
Q ' m sorry. |*"'m no |longer referring to the
data request. |I'mreferring to your testimony

about the way these allocators were devel oped.
A Okay.
Q And that you had said that was -- the
met hodol ogy that was used was this Massachusetts?
A The Massachusetts formula is used to
all ocate corporate governance cost as opposed to
this request is asking for all allocation factors

for all costs over the BSC, so it's nmuch broader.
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Q The MMF met hodol ogy of -- moving away from
the data response -- that you stated is required by
the SEC for reporting purposes, for SEC reporting
pur poses, for accounting purposes --

A Well, for the purpose of allocating
busi ness services conmpany costs to the conpanies --
the system hol di ng company.

Q To your know edge, this method of
devel oping all ocators based on budget information
rat her than actual information is not something
that's required by the Illinois Commerce
Comm ssion; is that right?

A Your question is is using budgeted
I nformation required by the Illinois Commerce

Comm ssi on?

Q Ri ght.
A No, that's not the requirement. It's nore
of a practical -- practical matter.

Q But you don't testify, though, that using
actual data to produce allocators -- if you were to
use actual data to produce the allocators, if you

were to go back after that data was avail able and
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produce all ocators using actual data, you don't
testify that that -- |I'msorry, for purposes of
this proceeding, for example -- you don't testify
that that practice would violate the SEC
requirements; is that correct?

A For -- when you say for purposes of this
proceedi ng, are you asking that if rates were to be
based on an allocation nmethod that reflected actual
data for inputs, is that a violation of an SEC

requi rement ?

Q Ri ght.
A | don't believe so.
Q Referring to your surrebuttal testinony --

|"msorry. Moving on to Page 4, your surrebuttal,
lines 78 and 79, you state in reference to
Ms. Hat hhorn, staff witness Ms. Hathhorn's
corporate governance charges adjustment, you state
her adjustment violates test year principles and
that it would result in a departure from cost based
rates; is that right?

A Correct.

Q But, in fact, the allocators the conpany
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uses are based on budgeted or projected data as we
spoke about earlier and not actual data; is that
ri ght?

A The all ocators are based on budgeted dat a.

Q That was - -

A But the reason that it is a violation of
test year principles is that the costs that are
billed to ComEd are not based on actual data.
They're based on the projected data. So ComEd is
trying -- is simply requesting recovery of the

costs that are actually billed to ConmEd by the BSC,

and those are based on the -- on the forecasted
i nput s.
Q But -- | wunderstand your clarification, but

the costs enmbedded in that number that you just
descri bed are in part based on projected data?
MR. THOMAS: Could we clarify for the record
t hat nunmber what specifically you're referring to.
MS. SODERNA: Q The -- well, the cost based
rates that you referred to. You cal
Ms. Hat hhorn's -- you claimthat Ms. Hathhorn's

adj ustnments result in a departure from cost based
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rates, and | think |I just heard you explainit's a
departure from cost based rates. Maybe you can
explain that again.

A That's correct. And, you know, what ComEd
has included in the test year are the actual costs
t hat have been billed to ComEd by BSC. And the
fact that whether BSC uses a forecasted data to
compute the allocation factors or uses actual data,
you know, our position is that we are entitled to
recover the costs. And the costs are the costs
that are actually billed by BSC

Q You believe that Ms. Hathhorn's adjustnment
deprives you of the ability to recover actual costs
because of the methodol ogy that she enpl oys?

A It calculates a BSC billing nunber that is
| ess than what BSC is actually billing. Even
t hough there's no -- she's not reconmmendi ng any
change in the way that the billing occur, she's
just suggesting that costs recovery be based on
somet hing |l ess than what is actually bill ed.

Q Real |y what you're saying is because her

met hodol ogy changes the allocator, that changes the
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cost that

what you're saying?

MR.

questioning

you're allowed to recover

THOMAS: |'m going to object.

Is the gist

t hi nk

witness's testinony really should be done. Her

answer

speaks for itself. I f you want

wi th what she meant by her answer

fine.

cases,

But ot herwi se | do object

in which you try to characterize the

of

to foll ow up

, I think that's

because i n many

t he answer -- your new question

m scharacterizing what she said.

MS.

MR.

MS.
meant

depart

trying to summari ze what

MR.
MS.

wel | .

Q

response before the objection when you expl ained

why it

SODERNA: | guess the witness --
THOMAS: |'m not saying --
SODERNA: |I'm just trying to get

i s

at what

by violating test year principles and

ing from cost based rates,

THOMAS: No probl em.

SODERNA: Apparently | didn't

and I'm just

she was sayi ng.

do it very

You said that -- I'll go back to your

was a departure from cost

based

rates.

she
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think | understand you, but | guess |'m going back
to the point the actual costs that you feel
ComEd -- the conpany, the regul ated conmpany feels
it's entitled to recover are nonethel ess based on
budgeted information that's embedded in those
al l ocation factors as we said before, correct?

A The budgeted information is used to devel op
the allocation factor, yes.

Q So if the allocators change, the
allocator -- if the methodol ogy for devel oping the
al l ocators changes, then the actual costs that
result from the calculation will change?

A Yes, if the allocator changes, then the
amount that is allocated to ComEd woul d change
But in this case, the allocator that is actually
used to bill ComEd is based on the forecasted data.
So Ms. Hathhorn -- and Ms. Hathhorn is not
suggesting that that be changed. She's just
suggesting that for rate purposes a different
factor be used.

Q Okay.

A That's -- that's where there's an inmplicit
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di sal  owance of a cost that is billed to ComEd.

Q It is possible, though, for the company to
go back and sort of regenerate those allocators
based on actual data if and when that actual data
is avail able, correct?

A It's possible to do the cal culation. As
practical matter, it's -- the reason that it's not
used i s because that data doesn't become avail abl e
until after the books are closed so you have to go
through this iterative process that is really very
difficult and cumbersome to adm nister, and it
doesn't result in a substantially different answer.
So the consistent practice that's been applied has
been to use the budgeted data again with a check
after the fact to make sure there hasn't been a
mat eri al change.

Q And how do you determ ne whet her there has
been a material change? |Is there a study performed
to determ ne that?

A It's -- the financial group |ooks at
factors and the inputs into it and so, you know, as

|l ong as the actual results are generally consistent
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with the -- with the budgeted results, it can be --
it can go either way. The actual can be slightly
hi gher or slightly Iower than the actual -- than
the forecasted inputs were. But unl ess a business
is added or, you know, sold off, sonmething that
woul d substantially change the relative portion of
ConEd' s size relative to the other conpanies in the
organi zation, unless sonmething materi al happens.
Q Thank you. That is all the questions

have on the corporate governance charges. (I
nove on to the Exel on general services agreenment.

| n your surrebuttal testimony, it's
lines 264 to 267, which is Page 12, you state that
because the transactional costs have decreased from
85.4 mllion in 2001 to 84.3 mllion in 2004 that

there's no basis to conclude that the rates per

unit of measure are unreasonable; is that correct?
A That is one reason to make that concl usion,
correct. | guess --
Q Do you have any other bases to -- on which

to base the reasonabl eness of the rates per unit of

measure referenced here?
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MR. THOMAS: | didn't quite hear that. Could
you repeat the question.

MS. SODERNA: Q Do you have any other bases
with which to conclude that the rates per unit of

measure are reasonabl e?

A Well, | guess the factors that |I've laid
out are that overall what -- |ook at the or the
testinony that | was addressing suggested that

there was an increase in the BSC costs and
therefore we need to exam ne whet her or not the
rates are reasonable. And so, you know, there were
a nunber of factors that could be explained as to
why t he BSC costs went up.

And with respect to the transacti onal
costs, which tend to be the rate tinmes vol ume,
driven costs, those stayed the same. Other
el ements of BSC costs increased because -- for the
reasons that | stated in my testinony -- because of
a change in the method that we used, that was used
to allocate the corporate governance costs and
because of the transfer of employees from ComEd to

BSC, those things tend to drive up the BSC costs.

362



10

11

12

13

14

15

16

17

18

19

20

21

22

Q

Goi ng back to your

reasonabl eness of th

not based upon a review of

Exel on t o,

the mar ket

say, for

for sim]

MR. THOMAS: Just

say these rates,

by BSC to ConEd; is

MS. SODERNA:  Not

rate at
Q
payr ol |

rate at

ese rates, that

exampl e, the

ar services;

concl usi on about the

conclusion is

rate charged in

is that correct?

for clarification,

are you tal king about

when you

the rates charged within

t he charges

t hat what you mean by rates?

the ulti mate charges, but the

whi ch they're charged.

For exanpl e,

payroll -- processing of

checks and the rate -- or

whi ch these services are

t hese services are charged at.

Have you done an anal ysi s of

based price of those

A

al t hough

Have |

rates?

personally --

To conpare them?

Have |

Yes.

have not personally done that

know t hat

personally done --

there are --

| egal

fees, the

- the rates that

t hat

t he mar ket

anal ysi s,

there are
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anal yses done within the company to prepare --

Q Have you revi ewed any of those anal yses?
A | have seen themfromtinme to time. |
didn't review -- directly review themprior to

responding to this.

Q You didn't review those in preparation for
your testinony in this case?

A Not recently, although I'm generally
famliar with their existence.

Q Okay. But you yourself, you have not
researched mar ket based rates for services |ike

those provided in the general services agreenment,

right?
A Did I -- 1 did not personally perform
research. As | nmentioned, |'maware that vari ous

areas within the company have performed the type of

conparisons you're referring to.

Q Movi ng on in your surrebuttal testinony,
it's the next page, lines 286 to 288.
You -- in referring to the negotiation

of the service |level agreement, you state that it

is during this process that ComEd can conpare the
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rates for services to be received to the costs of
those services in prior years to determ ne the
reasonabl eness of the rates; is that accurate?

A Correct.

Q The inplication here is that ratepayers
woul d be protected from overpaying for these
services because the conpany would | ook at the
trend in costs on an annual basis; is that fair?

A | *'m not sure what you say when you nean
rat epayers will be protected. What |'m suggesting
here is that ConmkEd is able on a year-to-year basis
to make an assessnent as to whether the costs are
reasonabl e or not. One way it does that is through
anal yzing changes in those costs to the prior year
and understandi ng the drivers of what causes those
changes.

Q That's fair. I nstead of characterizing it
as protection of ratepayers, |ooking at the general
reasonabl eness of the rate.

Is that a fair clarification of your
poi nt ?

A |'m sorry, can you say that again.
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Q Rat her than stating as | did earlier that
it's fair or reasonable to the ratepayer, you're
i ndi cating that you're | ooking at the
reasonabl eness of the rate as it's conpared to

prior years?

MR. THOMAS: Excuse ne. I can't quite tel
whet her that's a question or whether -- if it is,
It may have been asked and answer ed. If it's not,

can you just rephrase it because it's not clear to
me what the elements are that are now wrapped up in
t hat .
MS. SODERNA: \Why don't | restate the question.
Q | think it actually was answered, but just
to clarify maybe I'l|l just say it one nore time so
it's clear on the record.

The comment that we just read into the
record from your surrebuttal testinony is that the
conpany reviews the trend in costs on an annual
basis at least in part to conclude as to the
reasonabl eness of the rates, the rates for these
services?

A Ri ght. There's an annual budget chall enge
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that is -- that virtually every departnment within

t he conpany goes through where costs are -- for the
upcom ng year are conpared to cost levels for the
prior year and go through a pretty rigorous process
of chal l enging any changes in cost |evels, and
there's always a big challenge to those costs as
wel | .

Q What you just described, just kind of to go
back to what we were tal king about before, this
process that you just described, would that involve
an analysis of the market based rate, or is that
analysis purely | ooking at the | evel of costs as
conpared to prior years?

A It could involve an analysis of a market
based rate or a benchmarking too. That's part of
the way that the BSC explains its costs |levels to
the -- to ComEd. So it can be part of their
explanation as to their cost drivers.

Q But as you sit here today, you can't
testify as to the fairness or reasonabl eness of,
for exanple, as | said earlier, the payroll

processing rate as conmpared to what is charged in
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the market for a simlar service; is that right?

MR. THOMAS: Excuse me. | don't believe that
the wi tness ever was asked or addressed in her
testinony the payroll processing rate. So | object
to the question, no foundation.

MS. SODERNA: Q Are you famliar with
M. MGarry's testinmony on the issue of -- it was
an example cited in M. MGarry's testimny, the
payrol|l processing rate.

Are you famliar with that testimny?

A | am  And |I'm not personally famliar with
how t hat rate conpares to a market rate, although I
know t hat that is something that the business
service company | ooks at fromtime to time so that,
you know, there is benchmarking done for various
practice areas to determ ne so they have an
under st andi ng of how their costs stack up against a
mar ket rate.

Q Okay. | was just referring to
M. MGarry's testinmony.

Are you famliar with his testimony with

regard to his proposal to conduct an audit of the
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pricing terms of the general services agreenment?

A Yes.
Q On Page 13 of your surrebuttal testinmony,
lines -- same page we were on, lines 288 to 290,

you state that M. MGarry has provided no evidence
at that any of ConEd's rates are unreasonabl e and
his call for an audit in the absence of a good
reason shoul d be disregarded.

| s that accurate?

A That's correct.

Q Do you know if any other witnesses
testifying on ConEd' s behalf have provided
testinony or evidence as to the reasonabl eness of
the charges at issue here in this discussion in
conparison to market based rates for simlar
services?

A | believe that M. Costello has testified
to the reasonabl eness of ConmEd's A and G costs, but
| don't know that he's presented testinony
specifically comparing those costs to market rates.
| think --

Q You were the witness primarily responsible
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for addressing the issue of the reasonabl eness of

t he Exel on general services agreement; is that
ri ght?
A Well, | addressed the reasonabl eness of

ConEd' s overall BSC costs and why | don't believe
an audit is necessary.

Q s it fair -- I"msorry, did you want to
finish?

A | think that it was Mr. Costello's
testinony also that conmpared A and G -- ComEd's A
and G costs and most of -- a high percentage of the
BSC costs are included in A and G. And he showed
some benchmarking of ComEd's A and G costs relative
to distribution costs relative to --

Q But that wasn't specifically with regard to
t he Exel on general services agreement; that was the

account of A and G overall --

A It was A and G in which BSC is a | arge
part.
Q Is it fair to say then that you believe it

is unreasonable for the Conm ssion to i ndependently

verify that these services -- the services under
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t he agreement are being provided at a fair and
reasonabl e price?

A | don't -- | think what |I'm objecting to is
the call for an audit w thout any basis to concl ude
that they are unreasonable. ConmEd has included
costs related to services provided by business
services conmpany in its cost structure for a |ong
time. They're not new services to ComEd and --

Q Okay. Sorry. Did you have anything else
to say?

A Well, the suggestion that there should be
an audit was suggested because there was perceived
to be an overall increase in BSC costs. So the
I mplication was that BSC costs went up so therefore
we ought to | ook at whether the rates are
unr easonable. But we can explain why the BSC costs
went up and it really -- it was for reasons
unrelated to rates. It was for the reasons
previously expl ai ned.

Q You believe the costs are reasonabl e and
t herefore shouldn't be investigated?

A That's correct.
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Q ' m going to nove on to the affiliate
al l ocation disall owance issue. This is your
surrebuttal, the earlier page, Page 12, l|lines 262
to 264.

You testify that the 119.7 mllion
conbi ned increase in the corporate charges and
energy delivery shared services, or EDSS, of that
approximately 120 mllion, 13 mllion of that was

attri butable to the sale of enterprises; is that

correct?
A That's correct.
Q And this $13 mlIlion increase is not

attributable to an increase in the |evel of
corporate governance services provided to ConEd; i
that right?

A Cor porate governance services are not a
vol ume driven service, so | guess |I'm..

Q Maybe | can help you out.

There was no -- there was no direct

correlation between the $13 mllion increase in --
as it applied to ComEd and the | evel of services

provided to ConmEd; is that right?
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MR. THOMAS: Excuse me, could you repeat that
gquestion.

MS. SODERNA: Q There's no direct connection
bet ween the $13 mllion increase that we just
descri bed and the | evel of corporate governance
services provided to ConEd; is that right?

A Well, it was a result of the change in the
all ocation factor that was used to allocate
corporate governance cost. Corporate governance
costs are not -- again, not a volume driven cost.
They tend to be fixed across --

Q But the sole driver of the -- the $13
mllion increase, this additional cost is the fact
t hat Exelon sold off its enterprise business and

then reall ocated the corporate charges anmong the

existing affiliates which caused more costs then to
go to each affiliate; is that fair?

A | don't know about reall ocated. | don't
know t hat | would agree with that.

Q What term would you use?

A But the fact that enterprises was not there

to absorb the portion of the allocation in 2004, it
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1 wasn't there so, there wasn't a reallocation to be
2 made. It was allocated a portion of the costs in

3 2003, but it was sold off and therefore not able to

4 be --

5 Q So then just for sake of example, where if
6 enterprise was one of five affiliates when it got

7 sold off, there's now only four affiliates of which

8 to spread around the costs of the corporate

9 governance services; is that right?

10 A That's right.

11 Q Ils that a fair exanple?

12 A Ri ght, uh- huh.

13 MS. SODERNA: | think that's all | have. Thank
14 you.

15 CROSS- EXAM NATI ON

16 BY

17 MR. NEI LAN:

18 Q Good afternoon. Just for the record, [|']l

19 enter ny appearance just in case it has not been
20 entered earlier this morning. M name Paul Neil an,
21 Ne-i-l-a-n, with the law firm G ordano and Neil an,

22 360 North M chigan Avenue, Chicago, Illinois.
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Good afternoon, Ms. Houtsna.

A Good afternoon.

MR. THOMAS: M. Neilan, if | could just ask you
to identify what party you are representing.

MR. NEILAN: Yes, | will in just a nmonment. I
was about to do that. ' m here with G ordano and
Nei |l an, and we're representing the Building Owners
and Managers Association of Chicago in this
proceedi ng.

Q The questions that | have for you today
relate to the issue of the pension asset and
pension liability.

s it correct that Exelon made a capital
contribution of $803 mllion to ComEd in 20057
A Yes, it is.
Q And Exelon's capital contribution to ConEd

was voluntary; is that correct?

A Yes.
Q s it correct that the purpose of this $803
mllion contribution was to permt ComEd to fully

fund an unfunded pension obligation?

A That's what the funds were used for, yes,
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to fund the pension obligation.

Q Do you agree that if an enpl oyer has an
unfunded pension obligation that enployer has a
liability?

A Yes, ultimately the enmpl oyer has a
liability to fund its pension.

Q After ComEd -- excuse ne. After Exelon

made the $803 million capital contribution to ComEd

to fully fund that unfunded pension obligation, was
that $803 million so used, in fact?

A Yes, the $803 mllion was used to fund
ConEd' s pensi on obligation.

Q Is it correct that you state that ComEd's
cl ai med pension asset is the result of the
contribution to the pension fund in excess of
amounts previously recognized in annual pension
expense?

MR. THOMAS: Could you direct us to exactly
where - -

MR. NEI LAN: Sur e.

Q |f you refer to your surrebuttal testimony,

Exhi bit 35.0, Page 24, lines 532 to 33.
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A " m sorry, what were the |ine numbers?

Q Page 24, lines 532 to 533.

A | don't believe | used the word cl ai med
pensi on asset, but --

Q Well, you --

A |'d read the sentence. It says --

Q It's the --

A -- the pension asset in not merely a
product of accounti ng. It is the result of the

contribution to the fund amounts in excess of
amounts previously recognized in the annual pension
expense.

Q Those amounts previously recognized in the
annual pension expense, that's what you mean by
pensi on obligation, what has to be funded?

A No. It's not Iimted. Pensi on expense is
what has previously been recogni zed as expense on
ConmEd' s books, but it is not the totality of its
pensi on obligation. There's a portion of the
pensi on obligation that has not yet been reflected
in expense.

Q So let nme get this straight now. The
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contribution of the funds of amounts in excess of
amounts previously recognized in annual pension
expense, are those amounts in total the pension
obligation that's unfunded, the unfunded pension
obli gation?

|"mjust trying to get what you mean by
this sentence.

A Yes, the amount that has previously been
recogni zed in expense as well as the amount of the
pensi on asset are ConEd's total pension obligation
as of the time the contribution was made.

Q Do you agree that the funding status of
ConmEd' s pension obligation then refers to that
difference, the difference between the pension plan
assets and estimated obligations of the plan?

A ' m sorry, can you repeat that. " m not
sure -- pension plan assets is a different term
t han pensi on assets.

Q Do you agree that the funding status of
ComEd' s pension obligation refers to the difference
bet ween pl an assets and esti mated obligations of

the plan?
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A There are a nunber of ways that you can
measure that; but generally, yes, the difference
bet ween the assets that are in the fund and the
ultimate obligation is going to give you the
fundi ng status, an indication of the funding
st atus.

Q So when the $803 million was used to fully
fund ComEd' s pension obligation, that pension
obligation was di scharged; is that correct?

A No, | would not say it's been di scharged.
It's an indication that the assets are equival ent
to the obligation, but it doesn't make the
obligation go away. It just indicates the funds --

Q Okay. Let's go back.

When you fully fund -- we agreed just a
moment ago that the funding status is the
di fference between plan assets and esti mated

obligations of the plan. So if you fully fund the

plan with $803 mllion that -- choose another word
t han di scharge -- satisfies or elimnates that
obligation? |In fact | believe that was a word used

by one of the other ComEd witnesses.
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MR. THOMAS: Are you asking for a | egal
judgment ? This witness does not address that.

MR. NEI LAN: No. Your witness discusses
contributions to the funds and the pension
obligation and the pension assets. M questions
are directly related to that.

MR. THOMAS: | do object because | don't think
it is. | think what's happening is you're using

terms in a different way. When you talk about

di scharging obligations, that is a | egal judgment.

It is not an accounting issue. MWhat is being
addressed here is accounting, so | do object to
t hat.

JUDGE DOLAN: Rephrase the question.

MR. NEI LAN: Just a nonent.

Q Do you agree then that the $803 mllion
contribution to the plan balanced that pension
obligation as it was fully funded after that
contribution?

A Yes, | think that's fair. The
obligation -- the funding is equivalent to the

obl i gati on.
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Q So once that $803 million is applied or
bal anced with the pension obligation, it's not
avai |l able to be used again in some accounting
sense; is that correct?

A My understanding is that once funds are
contributed into the pension plan, they can only be
used to make pension plan payments. They can't be
used for other purposes.

Q So the answer is yes?

MR. THOMAS: Excuse me. He's arguing with the
witness. The witness gave a responsive answer.

MR. NEILAN: | need to find out whether that's
yes or no.

MR. THOMAS: That assumes the question can be
answered with a yes or no.

MR. NEILAN: 1'Ill ask it again. Il think it's
pretty straightforward.

Q So once the $803 mlIlion was applied to
bal ance the pension plan obligation, it was not
avail able to be used again, correct?

A Correct.

MR. THOMAS: Again for what?
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MR. NEI LAN: For any other purpose. \Whatever
purpose ComeEd may have, | don't know.

THE W TNESS: And that's correct. Once it was
contributed to the fund, it cannot be used for any
ot her purposes.

MR. NEI LAN: Q Soisn't it correct then that
this $803 million is not on -- should not be
sitting on the books of ConmEd as a separate pension
pl an asset because it's already been applied to
t hat pension obligation?

A No, that is not correct. That -- the
reference before to it can't be used for any other
purpose is a reference to the cash. ComEd cannot
take that cash and use it for something other than
payment -- for paynment of pension obligations, but
that in no way inplies that it should not be
reflected on ConEd's books as an asset. The
accounting for it as an asset is entirely correct.

Q We previously -- you previously stated that
t he pension plan was fully funded, which meant that
all the obligation was bal anced with the $803

mllion; we've said that already?
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A That's correct.

Q So the $803 mllion then is commtted to
t hat obligation?

A That's correct.

Q And, in fact, the obligation to which it's
commtted is that existing pension expense, not
some future unrecogni zed pensi on expense?

A No, that -- | did not agree with that.
That's not correct. There is -- there is a portion
of the obligation that the 800 mllion is going to
be used to satisfy relates to amounts that have not
yet been recognized in ComEd' s pensi on expense, but
it's been identified and been cal cul ated as an
unrecogni zed pension obligation.

Q However, earlier you said that the $803
mllion was used to fully fund the unfunded pension

obl i gati on?

MR. THOMAS: |'m going to object. You're now
arguing with the witness. | think the --
MR. NEILAN: | disagree. l"mtrying to clarify

an answer, Counsel.

MR. THOMAS: Why don't you ask a clarifying
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gquestion rather than repeating a question you've
asked before and sinply arguing with the witness as
to the answer.

MR. NEILAN:. Wth all due respect to |earned
counsel for ComEd, | think the witnesses answers
are inconsistent, and the reason | do is because
she has said the pension fund obligation was
unfunded. They fully funded it. They elim nated
t he obligation. And now she still has the asset on
t he books to apply el sewhere

JUDGE HALOULOS: Overrul ed.

THE W TNESS: |If | m ght just correct, | don't
believe that | said that | -- that the obligation
was el i m nated.

MR. NEI LAN: Q Bal anced?

A The obligation was bal anced, but that is
consi dering anounts that have not been
unrecogni zed -- that have not been recognized on
ConEd' s bal ance sheet as of this point in time.

But they are cal cul atable by an actuary and they're
identifiable. They've just not yet been recognized

on ConEd's bal ance sheet. | can explain
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specifically what they are.

Q Would it be correct to say that those are
actuarially determ ned present val ue of what those
pensi on benefits would be to enployees in the
future; is that a fair sunmation?

A No. It relates to unrecogni zed | osses t hat
the trust fund assets have incurred. You know,
built into the actuarial calculations are estimtes
of how much pension fund assets are going to earn
at any point in tinme.

And due to the overall stock market
performance in the early 2000 -- you know, the
first few years of 2000, 2003, the stock market
under performed what was expected. So there's some
what they call actuarial |osses, and those
actuarial |osses can be quantified in order to be
satisfied but they will not be recognized on
ConmEd' s bal ance sheet until they're smoothed in
over a period of time. So they haven't yet been --
it relates to unrecogni zed market | osses from prior
periods that will be reflected in the pension

expense in the future.
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Q In addition to those obligations, you would
al so have sone cal culation of future pension
benefits to employees; is that correct? Somehow
that figures into what your pension obligation is?

A Well, that exists, yes. [It's not part of
t he unrecogni zed.

Q No. I mean -- |I'mtal king about the
overall pension obligation.

MR. THOMAS: Your question is?

MR. NEI LAN: Q Does the pension obligation
i ncludes such things as future benefits to be paid
to enpl oyees?

MR. THOMAS: In addition to what she just said?

MR. NEILAN: Yes, in addition to -- she was
referring to market | osses and plan assets.

THE W TNESS: Yes, pension expense generally
accrues over the working life of an enpl oyee pro
rata portion of their future pension payments. So
t he obligation that has been funded so far reflects
what any given enpl oyee has earned to date and will
be paid in the future. It doesn't reflect any

amounts related to services they're going to
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performin the future. That's accrued over time.

MR. NEILAN: Q Do you agree that the value of
the assets contributed to a plan must be shown net
with the liabilities for pensions recognized as net
pension costs for past periods?

A Can you repeat that one nore tine.

Q Sure will.

Can you agree that the val ue of assets
contributed to a plan nust be shown net of the
liabilities for pensions recognized as net pension
cost of past periods?

MR. THOMAS: Just for clarification, are you
aski ng her as an accounting matter or are you
asking her as an ERISA matter? \What is the |egal

obligation you're using?

MR. NEI LAN: | did not mention ERI SA.
MR. THOMAS: | just want to be clear because the
witness i s an accounting witness. She is not here

as a legal witness. As long as you're directing it

only to accounting questions, | have no objection.
MR. NEILAN: | believe it's an accounting
gquestion.
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Q In terms of presentation, you could say
should the presentation be net of liabilities for
pensions recogni zed as net of pension cost of past
peri ods?

A No, | don't believe it is as you stated.
It's not -- trust fund assets are not shown on the
bal ance sheet of the company, if that's what you're
suggesti ng.

Q Let's refine the question then.

Presentation with respect to the plan.

A So --
MR. THOMAS: Are you tal king about -- just
again, I"mreally not trying to cause a problem

Are you tal king about the presentation on ComEd's
books, is that what we're talking about?

MR. NEILAN: Q The $803 mlIlion is being
presented on ConmkEd's books as pension asset; is
t hat correct?

A ComEd' s -- what is shown on ComEd's bal ance
sheet is the accounting result that's cal cul ated as
required by FAS87. | don't know that it's as

simple as saying that it's the pension expense net
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of trust fund assets. So that's how I'm
under st andi ng your question, and that's not a
correct characterization.
Q Perhaps |I didn't clarify it.

|'"d like to introduce BOMA Cross Exhibit
4, and this is statenment of financial accounting
standards No. 87 excerpts, and there are four pages
that are excerpted. This is an excerpt from FAS87
avai |l able on the web site of the Financial
Accounting Standards Board.

If I may refer the witness to Page 5

under the bold headed caption fundamental s of

pensi on accounting, the fourth paragraph. | wonder
if I could trouble you just to perhaps read that
sent ence.

A The paragraph --

Q Begi nning the --

A The offsetting feature means that
recogni zed val ues of assets contributed to a plan
and liabilities for pensions recognized as net
pensi on cost for past periods are shown net in the

enmpl oyer's statement of financial position. Even
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t hough the liability has not been settled, the
assets may still be -- may be still largely
controll ed and substantial risks and rewards
associated with both of those amounts are clearly
borne by the enpl oyer.
Q Thank you.
If | could restate the question | asked
a monment earlier, do you agree that the val ue of
the assets contributed to a plan must be shown net
of the liabilities for pensions recognized as net
pensi on cost of past periods?
A Yes.
(Wher eupon, there was a

change of reporter.)
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(Change of reporters.)
BY MR. NEI LAN:
Q Wth the $803 mllion pension asset, is the

pensi on fund now overfunded?

A No.
Q It's not overfunded?
A No.

And if | mght clarify, | think the --
and that's because of the unrecognized cost that |
was describing earlier, those are what are
descri bed in Paragraph B, in the paragraph that
follows the one that | just read.

There is a i mediate recognition of a
liability when the accunul ated benefit obligation
exceeds the fair value of the plan and assets. I n

this case, that obligation is that m nimum

liability is recorded on Exel on's books. Exel on is
t he planned sponsor. ComEd is a participant in the
Exel on pension plan and that liability is recorded.

Ri ght now up at Exelon, it has not been reflected
on ConkEd's books yet, but it is attributable to

ComEd enpl oyees.
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Q But they --7?

A The recognition hasn't occurred on ConEd's
books. It's been Exelon's conpliance sponsors.

Q So if | understand you correctly, ConEd has
not recognized those labilities but they do
recogni ze this $803 mllion asset; is that correct?

A Correct.

Q Okay.
A The cost at Exelon will be attributable to
the fact that -- as related to ConEd enpl oyees and

t hey have been funded by ConEd.
MR. NEI LAN: No further questions, your Honor.
JUDGE DOLAN: Are you going ask for that
docunment to be admtted?
MR. NEILAN: Yes. | asked for adm ssion for
t hat Cross Exhibit 4.
JUDGE DOLAN: Okay.
MR. THOMAS: No objection.
JUDGE DOLAN: Cross Exhibit No. 4 will be

admtted into evidence
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(Wher eupon, Cross
Exhi bit No. 4 was admtted
into evidence.)
MR. FOSCO: Staff is ready to go. | don't know
I f staff needs a break.
MR. FOSCO: Actually, 1CC would like to go.
MR. JOLLY: | have got two questions.
JUDGE DOLAN: Yeah. M. Jolly's is only 15
m nut es.
(Wher eupon, a discussion
was had off the record.)
CROSS- EXAM NATI ON
BY
MR. JOLLY:

Q Hell o, Ms. Houtsma. My nane is Ronald

Jolly. I'"man attorney with the City of Chicago.
A Good afternoon.
Q | had some questions along the |ines of

Ms. Sederna and in |ight of what she asked you
earlier. A few other questions.
In response to one of Ms. Sederna's

gquestion, as | understood your testinmny, you
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stated that ConEd reviews the cost under the
general services agreenments -- under the general
services agreement to ensure that the cost are
reasonable; is that correct.

A That is correct.

Q Assum ng that the Comm ssion accepts your
request for general service agreement costs in this
case and the -- in a later year ComEd determ nes
that those costs aren't reasonable, is it true that
rat epayers will not recognize the reduction of cost
al l ocated under the GSA?

MR. THOMAS: Excuse me, M. Jolly. W're
tal ki ng about the question -- | don't understand
the circumstance under this recognized to be
unr easonabl e. Is there some subsequent Comm ssion
proceedi ng, or how is that happening.

MR. JOLLY: As part of the annual review that
Ms. Houtsma testified about.

MR. THOMAS: Okay.

BY MR. JOLLY:
Q As part of that process, if ConEd

determ nes that the cost under the GSA are
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unreasonable, is it true that ratepayers will not
realize that the costs are the | ower costs
all ocated under the GSA until ConmkEd files another

rate case?

A | think any changes in BSC costs that incur

subsequent to the test year would be just |like any

ot her change in ComEd cost |evels, and those

changes woul d be recognized in the next rate case.

Q But until the next rate case, the costs
that are -- the cost of the GSA that are included
in rates will remain the sane?

A Yes.

MR. JOLLY: Okay. That's all | have.

CROSS- EXAM NATI ON
BY
MR. REDDI CK:

Q Ms. Houtsma, nmy name is Conrad Reddi ck.
I|'"'mrepresenting the Illinois Industrial Energy
Consumers here today, and I'd like to you to turn
your attention to a different topic and see if we
can make me understand Goodwi | |.

A Al'l right.
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Q The test year balance for ComEd does

i nclude Goodwi || asset; doesn't it?
A No.
Q It does not?
A No.
ComEd has not included any Goodwi ||l on

the either rate base or common equity.
Q You're right. | m sspoke.

On the books of ComEd during the test

year there was a Goodwi || asset
A Yes. I n 2004.
Q 2004.
And -- |'m sorry. | didn't you.

A ConmEd' s bal ance sheet in 2004 reflects a
Goodwi | | asset .
Q Excell ent. Thank you.

And is that the Goodwi |l that was
recorded in connection with the merger back in
2000.

A Yes.
Q The ComEd- PECO nerger.

Yes.
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A Yes.

Q And at the same time --°?

A Well, |I'msorry. It was UNI COM PECO.
Q UNI COM- PECO.

A Okay.

Q And at the same time that Goodwi || was

recorded, did ComEd al so record a correspondi ng
Increase in its equity?

A There was an increase in equity as | think
|'"ve stated in ny testimny of the overall increase
in equity recorded at the time with the merger,
accounting was applied. It was sonething |ess than
t he ampunt of the Goodwil |l .

So there was a series of -- purchase
accounting involves a fair value of assets.

Q Okay. Well, let's go there.

The accounting for the October 2000
mer ger transaction has been described as taking
place in two parts, in accounting for a revaluation
of assets and labilities; and, second, accounting
for the excess of the purchase price book val ue.

I's that an accurate description of what happened.
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A Those are two steps that are involved in
t he application purchase accounting, yes.

Q Okay. So let's |look at the first part of
this, the reval uation. And | think this is what
you were tal king about before.

When ConmEd's assets were reval ued, the
reduction in the values of those assets related to
the Generation plants; didn't it.

A I n part.

Q How big a part?

A Well, | don't have the -- there was net
reduction in asset -- net assets of $2.6 billion.
I would say a significant portion of that related
to the nuclear assets. There was a -- it wasn't
100 percent related to nucl ear assets.

Q What's that?

' m sorry, |I'm having trouble hearing
you.

A The $2.6 billion was the net reduction in
net assets related to the fair value write-down,
and a significant portion of that did relate to the

nucl ear asset, although, not 100 percent.
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Somet hing | ess than 100 percent related to the
nucl ear asset.

Q Can you approxi mate how nuch?

A | said "significant," so | guess |
woul dn't want to give a nunber off the top of ny
head.

Q What -- do you know what the total
reduction in assets was, not the net, but the
accounts, the asset accounts? \What was the
reducti on?

A 4.79 billion.

Q And the write-down of the nuclear plants
was approxi mately how nuch?

A That asset reduction was largely related to
t he nucl ear plant.

Q How nmuch in dollars?

MR. THOMAS: Asked and answer ed.

THE W TNESS: | believe that it was provided in
t he data request response. | don't have it.

BY MR. REDDI CK:
Q Okay. Well, do you have M. Gornman's

testi mony handy?
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A No.

Q In his testimny, he quotes an SEC filing
by the conpany that says that the plants were
determ ned to be worth $4.7 billion less than the

book value. Does that sound right?

A That's -- | don't have any -- if he's
quoting that from the SEC docunent, | don't dispute
it.

Q Okay. Now, does ComEd still own the

non-di stribution assets that were witten down as
part of that merger for revaluation?

A Well, again, to be clear, there were assets
that were written down and there were liabilities
that were written up. The -- ComkEd does not only
pl ant asset -- the nuclear plant as that were

written down --.

Q Let's focus on the assets.
A Okay.
Q They do not own the assets that were

written down?
A No.

Q Putting aside for the noment the
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liabilities that were written up, were there other
non- generation assets that were written down?

A | believe there were sone related to other
unregul ated busi nesses.

Q Were any of the distribution assets of
ComEd written down?

A No.

Q Were any of the Illinois jurisdictional
transm ssion assets of ComEd written down?

A No.

Q So the depreciative of the original cost of
the distribution assets recorded on ComEd's books
at the time of merger did not change as a result of
t he merger accounting?

A No, the distribution assets did not.

Q Okay. Now turn to the -- let's turn to the
second part of the process that's accounting for
t he purchase prem um.

The -- well, do you recall the purchase
price excess over the book value? Do you know what
t hat nunber was.

A It was an approximated 2.292 mllion. That
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was the excess of the purchase price over the book

val ue of ComEd's assets --.

Q Okay.

A -- prior to the write-down.

Q Prior to the write-down?

A Yes.

Q And what happened as a result of the

write-down?

A As a result of the write-down, the book
value of the assets went -- was | ower.

Q And what -- |I'm sorry. Fi ni sh.

A Well, 1'll try to go back to what your
gquestion was. And | think -- but that doesn't --
the premumis -- when we talk about a premum the
premumis typically measured off of the
prewrite-down of the existing historical.

Q Was it in this case?

A | guess if you would define what you nmean
by "prem unt

Q The excess of the purchase price of the
book val ue of the assets.

A The excess of the purchase price over the
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book val ue of the assets was the $2.29 billion.

Q So the write-down of assets took place
after the Goodwi || was cal cul at ed?
A The write-down and -- they were cal cul at ed

si mul t aneously.
So the Goodwill is the difference

bet ween the fair value --.

Q | ' m having trouble wrapping ny head around
t hat one.
A Goodwi |l is the difference between the fair

val ue of the assets and the purchase price.

Q Okay.

A The premumis typically referred to as the
di fference between the book value of the assets and

t he purchase price.

Q You clarified it beautifully. | should be
saying "Goodwill," not "premum" Because that's
what | want to tal k about.

Okay. So the Goodwi Il then is the
excess of the purchase price over the asset val ue
after the write-down.

A That's correct.
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Q Okay. And do you recall how much that was?

A That was $4.9 billion.

Q Great. We're getting the numbers |'ve got

written down here. That's good.

And when that Goodwi Il was cal cul at ed

and recorded, was there accounting activity in the

equity account .

A Well, there was a -- the end result of the
application of purchase accounting is to -- yes,
does reflect -- does effect the application.

Q By the same 4.9 billion?

A No. I ncreased equity by 2.292 mllion

because it's the net of the reduction that occurs
fromthe fair value and then the increase that
occurs from Goodwi | |

Q Okay. Now when that second part of the
process took place, were the distribution assets
accounts effected by that when we recorded
Goodwi | | ?

A When you say were the distribution assets
effected by that, do you mean plant assets?

Q Yes.
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A Well, it's recorded on ComEd the
di stribution company. It's related to ComEd. It's
recorded on ComEd's books. It hasn't been
functionalized for purposes of this proceeding as a

distribution asset.

Q Well, Goodwill isn't a distribution asset;
is it?
A Not -- for purposes of setting rates, we've

not included it as a distribution asset, but it
relates to the distribution business and that's why
it'"s on ComEd's book. It's determned it should be
on ComEd's books.

Q Well, let me read you -- again, quoting
from M. Gorman's testinmony. Hi m quoting the SEC
docunent, the same one

He says, Under Generally Accepted
Accounting Principles, Goodwill is the unidentified
I nt angi bl e val ue of an acquired busi ness and as
such cannot be ascribed to particul ar assets.
Do you disagree with that?
MR. THOMAS: ' m sorry, could you show the

witness at |least M. Gorman's testinmny so we can
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be sure we're getting a quote and then we may have
to accept it subject to check.

MR. REDDI CK: Read this sentence.

MR. THOMAS: | can't read that far.

| don't see the quote here.

THE W TNESS: The testinony, he's quoting
from-- he's reading from somet hing

MR. REDDI CK: Yes, the August 22nd -- here.

Yes, he was quoting fromthe August 22nd
SEC filing, AK.

MR. THOMAS: This is a ComEd AK?

MR. REDDI CK: Yes.

THE W TNESS: So | think the quote that you're
readi ng says that under Generally Accepted
Accounting Principles, Goodwill is the unidentified
I nt angi bl e value of an acquired business and as
such cannot be ascribed to particular assets.

And | agree with that statement. It

can't be identified with any particul ar asset.

Al t hough, it is -- can be identified with a
busi ness. In this case, it was --.
Q And the business -- by business, you nean
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t he corporati on Commonweal th Edi son?

A Comonweal t h Edi son, yes, as a transm ssion
and di stribution business.

Q Ri ght.

But are you suggesting that that
Goodwi | | asset actually supports ComEd's provision
of distribution services to custonmers.

A | don't know that "support"™ is the right
word. It relates to and stems from the business
that ComEd is engaged in as a transm ssion and
di stribution service provider.

Q What besi des being on the books of ComEd
Cor porati on does that mean?

A It means that the merger purchase price
ascri bes some value to sort of the ongoing
busi ness, ComEd's standing as an ongoi ng busi ness
concern.

It didn't, for exanple, attach value to
pol es and wires that, you know, as an asset, that
woul d have -- that has greater value and carried on
ConEd' s books but it recognizes that there's val ue.

Q So we have this Goodwi ||l asset on the books

407



10

11

12

13

14

15

16

17

18

19

20

21

22

of ComEd Corporation, but the recording of that
Goodwi I | asset did not change the bal ances in any
of the asset accounts?

A Well, it is recorded in a plant asset
account on ConmEd's books. That's where it's

required to be recorded under the FERC cl ass of

accounts.
Q But it's in its own account ?
A Yes. It's in an account practice. It's

specifically for acquisition adjustnments.

Q Ri ght.

And the facilities, the plant accounts
that ComEd -- that represents the equi pment ComEd
uses to provide service were not effected.

A Out side of this account which it rolls up
on the balance sheet for FERC reporting purposes,
it rolls up into a plant account. That's as
ascri bed. But the other accounts outside of this
ascri bed account were not effected.

Q Okay. You said it better than | could

Now t he next sentence, if we can stay

with that quotation fromthe SEC for a monment nore.
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The next sentence says, Since the
Goodwi I | arose out of the nmerger transaction and
did not relate to the generating stations, no
Goodwi Il was transferred to Exel on Generation when
the plants were transferred sometime | ater.

Do you see that.

A Yes.
Q Okay. Now is that an accurate description
of how the accounting works with Goodwi Il and the

transfer of the plants?

A Well, that's factual. There was no
Goodwi Il transfer to the Generation Conmpany and
subsequent transaction.

Q And do you di sagree that the sanme sort of
reasoni ng means that Goodwill can't be attributed
to particular distribution assets?

A ' m sorry, can you repeat that. "' m not
follow ng the question.

Q Just as Goodwill arose out of the merger
and coul d not be ascribed to or attributed to
generated assets, the nature of Goodwill is such

that it can't be attributed to or ascribed to
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di stribution assets?

A | guess | don't -- you know, what we
di scussed previously was that the Goodwi Il could
not be ascribed to any particul ar assets. It was
ascribed to the ongoing -- to ComEd's --.

Q The business of ComEd, the corporation?

A Yes. And not to any particul ar assets.

Q And one final question. When the plants
were transferred -- and | think it was January
2001.

A Correct.

Q Did | get that right?

A Yes.

Q When they were transferred in January of
2001, did the accounting associated with that
transfer of the generating plant effect any of the
di stribution plant asset accounts?

MR. THOMAS: Objection. | think that's been
asked and answered now about five times, unless --.
MR. REDDICK: Well, | think this is the first

time we've tal ked about the accounting for the

transfer of the nuclear plants.
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JUDGE DOLAN: " m going to overrule it.

THE W TNESS: | just want to be sure |I'm clear
on what you're asking when you say distribution
pl ant account, distribution accounts. I f your
question is, was there any distribution plant
transferred to the generated company the answer is
no.

BY MR. REDDI CK:

Q No, that wasn't the question.

A Okay.

Q The question was whether the distribution
pl ant wasn't transferred and |eft behind and ComEd
was effected by the transfer.

MR. THOMAS: |'m going to renew my objection in
that it's been asked and answer ed.

JUDGE DOLAN: Well, the witness can answer.

THE W TNESS: You know, there were -- | think
again it goes to a definition of distribution.
There are specific distribution plant accounts.
Those were not effected.

There are generally intangible plant

accounts that are allocated to distribution in a
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proceedi ng such as what we're in, and those were
effected because there was some general plant that
was transferred to the Generation Conpany as well
as to Business Services Conpany.

So they were effected. So the general
and tangi bl e assets accounts were effected. But
di stribution plant accounts per se were not.

BY MR. REDDI CK:
Q | think you said two things.

The accounts themselves were effected
because some general plant did get transferred.
And if I -- if we state what happened using the
sanme phrase that you did earlier in connection with
the merger transaction; that is, plant -- 1'm not
sure how to use this for accountants. The actual
assets, distribution assets, other than the
Goodwi I | account asset and those things that were
transferred were not effected.

l'mtrying to focus on the things that
were | eft behind.

A Okay.

Q So am | correct that aside fromthe
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Goodwi I I plant account and the general plant assets
t hat were transferred, the things that were |eft
behi nd weren't effected by the transfer of the
nucl ear assets?

A Are you asking whet her they were reval ued

in any way?

Q In any way, yes.
A No.
Q Okay. | apol ogi ze for using all the wrong

wor ds, but thank you very nuch.
JUDGE DOLAN: Thank you.
JUDGE DOLAN: M. Fosco, not to put you under

t he gun but we only have the court reporter till

6: 30.
MR. FOSCO: "1l do my best, and | think we'll
be okay.

JUDGE DOLAN: Okay.

CROSS- EXAM NATI ON

BY
MR. FOSCO:
Q Good afternoon, Ms. Houtsma. My nane is

Carmen Fosco and | represent staff, and | have a
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few questions for you
A Good afternoon.
Q Why don't we start off kind of where

M. Reddick |eft off. How much did ConmEd receive

in consideration for transferring its nuclear power

plants in 2001 as part of the corporate
restructuring?

A Well, ComEd received, as | recall, about
$1.3 billion of its own conmmon stock and then
because nmy testinony states we also received a
$1 billion note receivable at the time of that
transaction. A note receivable from Exel on
Corporation, fromthe parent conpany.

Q Okay. So putting aside the note that you

just described, it's your testinony that ConmEd

received 1.3 billion in consideration --7?
A Of its own common stock.
Q And that is the consideration that was

received?
A ( Noddi ng head up and down).
MR. FOSCO:. Your Honor, may | approach the

wi t ness?
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Your Honor, I'm going to hand the
wi t ness excerpts from ComeEd or ComkEd and Exel on's
10-K filed April 1, 2002, for Decenmber of 2001.
(Wher eupon, I CC Staff Cross
Exhi bit No. 1 was marked
for identification.)

BY MR. FOSCO:

Q Ms. Houtsma, do you recognize this document

as portions of the 10-K filed for Exelon and

Commonweal th Edi son Conpany and PECO Energy for

20017
A Yes.
Q Are you famliar with these pages?
A Yes.
Q |f you refer to Page 98 of this document,

woul d you agree that it shows that ComEd received
consi deration of 905 mllion rather than
1.3 billion?

A Yes. The 900 is the net of the
$1.3 billion of the treasury stock that was
received, and then ConEd al so established a note

payable to the Generation Conpany for sone
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liabilities that were transferred as well.

Q And you agree that the consideration is
actually the net of those two itens rather than
just the value of the treasury stock?

A | think that's fair.

Q |'m sorry, | didn't hear that.

A That's fair.

Q | don't nmean to repeat myself, but just so
we're clear, do you agree that the items shown on
Page 98 of ICC Staff Cross Exhibit 1 reflect the
formof the consideration that ComEd received,
meani ng the treasury stock and the note that you
menti oned?

MR. THOMAS: And you're excluding the note
payabl e?

MR. FOSCO: Well, I"mincluding that. The
consi deration was the net of those two items. That
was the form

MR. THOMAS: Well, we're tal king about two
di fferent note payables.

MR. FOSCO: Oh, you're right. 1'm excluding --

yes. ' m excluding the -- | think it's the
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$1 billion note that you menti oned.

MR. THOMAS: Right. Just so the record is clear
on that.

MR. FOSCO: Thank you.

BY MR. FOSCO:

Q Can you answer that or do you need it
rephrased?

A Can you repeat it.

Q Okay. Excluding the $1 billion note
recei vabl e for Exelon that you discussed in your
testi mony, would you agree that the consideration
t hat ComEd received for the transfer of its
Gener ation assets, the formof that consideration
Is fully reflected on Page 98 of I CC Staff Cross
Exhibit 17?

| guess my question --.

MR. THOMAS: Can you repeat the question.
Sorry, Carmen.

BY MR. FOSCO:

Q Page 98 refers to the treasury stock
received, other paid in capital, and notes

payable - affiliates; is that correct?
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A That's correct.

Q Okay. What is -- can you identify what the
other paid in capital is?

A | don't recall offhand what that 4 mllion
was.

Q Fair enough.

And | know you described the notes

payabl e. Did you descri be what those are and did
Comed forgive a note payable to it or can you
descri be again what that was.

A No. This was a note payable from ComEd.
As | recall, it was to the Generation Company to --
there was sone liabilities, some current
liabilities that were transferred to the Generation
Company. And as it related to activity that
performed prior to the date of transfer, ComEd
established a note payable to provide the cash
necessary to pay off those labilities.

Q So --°?

MR. THOMAS: And, Carnmen, again, just so we're
clear, you're tal king about this notes payabl e.

MR. FOSCO:. Affiliates, on Page 98.
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MR. THOMAS: Because there were two notes
payabl e flying around here.
MR. FOSCO:. We'll address other one in a mnute.

BY MR. FOSCO:

Q Wth that clarification; is that correct?

A Yes. | was referring -- what | was
descri bing was the $463 mllion note payable.

Q So ComEd received treasury stock but then

at the same time issued a note payable to Ex-Gen or
Exel on; is that correct?

A Yes.

Q So that the net consideration including
treasury stock, other paid in capital, and the
$463 mllion note was 905 mllion?

A That's correct.

Q Woul d you agree that ComEd received no
assets as part of this transaction? Physical
assets.

A No physical assets? |f by physical assets
we're tal king about plant or sonmething of that
nature, no.

Q And ComEd received any cash?
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A Ot her than a note receivable, the billing

down note receivable was recorded at that point in

time and over tinme --.

Q The treasury --7?
A -- converted into cash.
Q |*m sorry. Are you finished?

A Over time ConEd received cash for that note

recei vabl e.

Q The 1 billion --?

A And --.

Q The $1 billion note?

A Yes.

Q The -- do you agree that the receipt of

treasury stock, that's not cash receipt for ComEd;
is that correct?

A That's correct.

Q Do you agree that the receipt of treasury

stock represents a reduction in ComEd's common

stock?

A Yes.

Q Did the reduction in conmon stock help
ConEd -- let me rephrase that. |'m sorry.
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Did the reduction of common stock as a
result of this transaction help ComEd neet its
obligation to serve customers and ot her financial
i nstitutions.

A ' m not sure what specifically you mean by
didit help it meet its obligation.

Q Well, you understand ComEd's business in
providing services to its customers; correct?

A Yes.

Q Did ComEd use the reduction in comon stock
in any way to help it serve its custoners, either
financially or in any other way?

A Well, | think it was part of an overal
transaction that ComEd -- that as part of enabling
ComeEd to meet its obligation to its customer, ConEd
entered into a power purchase agreenent, for
exanpl e, as part of that transacti on.

Q Okay. But my question wasn't about the
power purchase agreenent. But, specifically, if it
received treasury stock, it enabled it to do that,
specifically, you know, serve its customers?

A Well, the retirement treasury stock is nmore
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bet ween ComEd and its parent company; so it reduces
ConEd's obligation to its parent conpany.

Q Woul d you agree that after receipt of that
treasury stock ComEd -- or ComEd was still 99.9
percent owned by its parent conmpany?

A Yes.

Q Was the treasury stock used in any way to
upgrade service to your knowl edge?

A | don't understand the question of how you
use treasury stock to upgrade service. ComEd
was -- has continually been investing in operating
service.

Q | guess that's the point of mnmy question.
Woul d you agree that there's no really specific way
to use treasury stock to upgrade service? It is
what it is. |It's to receipt -- backup certain
out st andi ng stock.

A Yes, | would agree that it is what it is.

Q Was the treasury stock used in any way to
your know edge to retire debt?

A Treasury stock is not used to retire debt.

Q On Page 18, Line 388 of your surrebuttal
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testimony you refer to the $1 billion note
receivabl e from Exel on Corporation; is that
correct?

A |'m sorry, can you give me the page
reference.

Q Sur e. Page 18 at Line 388.

MR. THOMAS: Which testimony are you in?

MR. FOSCO: Surrebuttal.

MR. THOMAS: Thanks.

THE W TNESS: Yes.

BY MR. FOSCO:

Q And is it your testinony that this note was

received as part of the consideration for the
restructuring?

A It was part of the overall transaction.
don't know that that was called out as the
consideration. It was part of the overall
transaction.

Q Isn't it true that the $1 billion note
receivabl e was for the purpose of funding future
tax payments resulting fromcollection of

i ntangi bl e transition charges?
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A That was the basis for which it was

establ i shed, yes.

MR. FOSCO: Your Honor, | have one |ine of

questioning which I can elimnate if counsel would
potentially not object to entry of ConmEd' s response

to staff data request No. SK 4.01.

MR. THOMAS: Just show it to me.

MR. FOSCO: And, your Honor, for the record,

| ve marked this as ICC Staff Cross Exhibit 2.

(Wher eupon, |ICC Staff Cross
Exhi bit No. 2 was marked
for identification.)
MR. THOMAS: | have no problem

MR. FOSCO: Your Honor, | would move for

adm ssion of I CC Staff Cross Exhibit 2.

JUDGE DOLAN: No objection?

MR. THOMAS: No objection.

JUDGE DOLAN: Okay. | CC Staff Cross Exhibit

2 would be admtted into evidence.

MR. FOSCO: Thank you.

JUDGE DOLAN: Are you admtting 1 into evidence?

MR. FOSCO: l"msorry, did | m sspeak?
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JUDGE DOLAN: Well, no. You didn't mention 1.
|'"m just asking. You're asking for 2 to go in.
MR. FOSCO:. Yeah, | guess | could do it now. I

woul d move for adm ssion of | CC Staff Cross

Exhibit 1 as well. | was going to wait until the
end.

MR. THOMAS: That is the --.

MR. FOSCO: The excerpts fromthe.

MR. THOMAS: 10- K?

MR. FOSCO: 10- K, yeah.

3

THOMAS: We have no objection to the
adm ssion of that.
JUDGE DOLAN: Okay. Just for the record, 1CC
Cross Exhibit No. 1 will be admtted into evidence.
(Wher eupon, |ICC Staff Cross
Exhi bit Nos. 1 and 2 were
adm tted into evidence.)
BY MR. FOSCO:
Q | have a few foll ow- up. M. Reddi ck
elimnated most, and actually the prior questions
from ot her counsel elim nated nost of ny

gquestions -- other questions about the merger and
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t he subsequent transfer pursuant to the
reorgani zati on.

You testified that Goodwi Il is not
recorded as a distribution asset. And | believe
you stated but it was part of the business --
continued to be part of the business, ComEd's
busi ness; is that correct.

A Yes. Goodwill is an asset on ConmEd's books
and ConmEd is transm ssion of its distribution
service conmpany, but it is not -- and it is
recorded in the plant accounts. The FERC cl ass of
accounts requires it.

Q And was it your testinmony that it's not
included in the rate base ComEd's proposing in this
proceedi ng?

A That is correct. | don't know if we talked
about that previously, but that is correct, we've
not | ooked at the rate base.

Q But that account and that itemis included
in ComeEd's proposed capital structure; is that
correct?

A No, that's not correct. It's not a
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Goodwi Il capital structure. We excluded all of the
effects of purchase accounti ng. Goodwi Il is one
pi ece of purchase accounting.

Q Okay. l"mjust going to run one time
t hrough this and try to clarify for nyself --7?

A Okay.

Q -- this issue.

You're famliar with M. Mtchell's

direct testimony; is that correct.

A Yes.
Q ' m sorry. | woul d say rebuttal. Or
actually, | take that back. | did mean his direct.

The adjustment that ComEd made is
depicted on Page 7 of Mr. Mtchell's direct
testimony, is that correct, the adjustnment to
remove the inpact of purchase accounting?

ls it -- | don't recall it being
separately stated in your testinony. Maybe it is.

MR. FOSCO: May | approach the witness, your
Honor ?
JUDGE DOLAN: Yes.

THE W TNESS: What was your question?
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BY MR. FOSCO:

Q My question was, do you agree that the
entry shown on Page 7 of Mr. Mtchell's direct
testinony reflects the adjustment that ConmEd nmade

to account for the effects of push-down accounting?

A Yes.
Q And you testified that -- well, et me ask
this question first: Those adjustments include the

Gener ation assets, right, at that point in time,
the entries resulting in ComEd's adjustment?
I ncl ude adjustnents for --7?

A They included -- it included the effect on

equity of fair value write-downs to Generation

assets.
Q s it your position that if --
hypot hetically, if ComEd still owned the Generation

assets that the adjustment that you proposed in
this case would be the same?

MR. THOMAS: |"m going to object. That calls
for specul ati on.

MR. FOSCO: Well, | think that's what the

wi t ness sai d. VWhet her she can answer that --
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mean,

| don't -- also, | disagre

fairly straightforward.

worth

JUDGE DOLAN: I will overrule

BY MR. FOSCO:

Q

MR. THOMAS:

Can you answer

the record.

Woul d you repeat

BY MR. FOSCO:

Page 7 of
al so reverse the effects of

Comed hypothetically still

Q

Do

excess?

what they were at the time of the merger.

not

| f

A

you agree that the adjustment

M. Mtchell's direct

e.

it

t he question?

Il think it's

for

what

it's

t he question for

shown on

testi mony woul d

push-down accounting if

owned the Generation

The effects of push-down accounting were

So |l'm

clear if you're asking what we would reflect

-- are you suggesting how would we treat it?

Q Well, et me ask you this --7?

A -- if asset -- if the nuclear assets --

Q Let me ask you. 1'Ill try to rephrase it.
Woul d you agree that all of these itens
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shown on Page 7 of Mr. Mtchell's direct testinmony
reflect itenms that occurred before the corporate
restructure, the corporate restructuring where the
Generation assets were transferred

A Yes. This is what happened the day of the
merger, which was before the corporate restructure.

Q And if | understand your testimny then,
the net i1inpact on equity at that time was
2.292 billion; is that correct?

A Yes.

Q And the adjustnments nade to get to that

number included recording 4. -- well, 4.705 billion
in Goodwi ll; is that correct?
A Yes.
And just -- | guess let me clarify. The

4. 705 reflects some amortization of the Goodwi ||
t hat occurred.
Q Thank you.
And then the second transacti on that
occurred was the restructuring that resulted in the
transfer of the Generation assets; is that correct.

A That's correct. That occurred -- that
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transaction occurred after the merger.

Q Let me back up. At the time of the merger

t hen, ConmkEd did have Goodwill on its books; is that

correct? Immediately after the merger.

A | mmedi ately after the merger, ComEd - -

Q And ex- -- I'msorry.

A | mmedi ately after the merger, ComEd had
Goodwi Il in its books, yes.

Q Agai n, excluding the effects of
amortization, that amount was roughly 4.7 billion;

is that correct?

A The amount of Goodwil |l ?
Q Ri ght .
A Yes.

Q What happened with the corporate
restructuring that removed -- well, let me ask it
this way:

Did anything happen with corporate

restructuring to renove the 4.7 billion in
Goodwi | I .
A No. The $4.7 billion in Goodwill remains

on ConEd's books as an asset.
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Q So then aren't you -- |'m confused.

Doesn't that mean that Goodwill is reflected in
ConEd' s corporate -- in ComEd's capital structure
submtted in this proceeding since it's on its
books?

A Now we're confusing the assets side of the
bal ance sheet with the liability side of the
bal ance sheet or capital structure. The asset
remai ns on ComEd's books, but the effect on equity
of the merger accounting was the increase in equity
of 2.292 billion.

Q | think it's also your testinmony that the
corporate restructuring that resulted in the
transfer used the fair values rather than the
original cost values; is that correct?

A Well, the asset transfer -- the assets were
transferred at their 1.101 val ues, which was a new
book value. They were required by GAAP to be
recorded at their book value, and their book val ue
at the tinme was based the -- was synonymous with
the fair val ue.

Q And woul d you agree that that book value is
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not the book value that would apply for rate paying
pur poses, is that correct, because that was the

written down value rather than the original cost

val ue?
A | don't believe we're requesting the
asset -- we're not requesting any of the book val ue

of the asset of the nuclear assets and rates in
t his proceedi ng. There is no remaining val ue.
Q | wasn't asking about what you were
proposi ng here, but trying to understand the
transaction that the values in which the assets

were transfer were the not the val ues that would

have applied in a ratemaking context; is that
correct?
A It was not the value at which they had

hi storically been reflected in rates; that's
correct.

Q Was any adjustnment made at the time of
corporate restructuring to reflect the difference
bet ween the historical values that had been
reflected in rates and the witten down book val ues

at the time of the corporate restructuring?
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A " m not sure what you mean by was any
adj ust ment made. They were transferred. As stated
earlier, they were -- GAAP required those be
transferred at their book value at the time that
they were transfer, and that was their fair val ue.
Q But that's not the value that they were on

ConEd' s book for ratemaking purposes; is that

correct?
A That's correct.
Q Okay.
A We really had no -- you know, had no way or

no mechani smin which they could have been
transferred at that val ue.

Q Well, there's nothing to prevent ComEd from
receiving additional consideration for the
transfer; is that correct?

| mean, it happen at the value it

happened at, but there was nothing prohibiting it
fromreceiving additional consideration; is that
correct?

MR. THOMAS: Just for clarification, are you

aski ng whether there's sonme | egal prohibition on
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Its receiving?

MR. FOSCO:. Well, she's testified that they did
it at the value they had to do it at. But I'm
confused by that and |I'm asking her if she's saying
that they were -- when she says that, is she
testifying that ComEd was prohibited from receiving
addi tional consideration or is that --.

MR. THOMAS: Is that what she nmeant by the
statement that she made?

MR. FOSCO: I'"'mfine with that.

THE W TNESS: | think under GAAP we were
required to transfer themat their fair value, and
that -- |I'm not sure how you could -- if you get
more in exchange than their fair value, you're
transferring them at a higher val ue.

BY MR. FOSCO:
Q |f you could refer to your rebuttal

testi mony, Page 3.

A "1l just clarify one thing on that too, an
affiliate. W couldn't have transferred themto
the affiliate at a higher val ue

' m sorry, what was that?
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Q Could you refer to Page 3 of your rebuttal
testinony.
At Page 3, Lines 58 to 61, you discuss
the prior Comm ssion order that staff witness

Seabreeze cited in her testimony; is that correct.

A Does -- what are you asking?
Q Well, what |I'm asking you is at Line --
actually, | guess it's 56. You were discussing the

prior Comm ssion order that Ms. Seabreeze discussed
In her testimony; is that correct?

A Yes.

Q And woul d you agree that those are the
orders in Docket 04-0779 for Nicor Gas and in
Docket 93-0301 and 94-0041 consolidated for GPE?

A | don't have the docket nunbers right in
front of me but they were the Nicor Gas order.

Q Did you review the record in Nicor Gas?

A Yes.

Q And what did you | ook at?

A | | ooked at the testimony of various staff
wi t nesses. | | ooked at briefs of staff and ot her
parties, and | | ooked at the Comm ssion order.
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Q Okay. Did you |Iook at the same itenms for
t he GEE?

MR. THOMAS: " m sorry, could you repeat that.
BY MR. FOSCO:

Q Did you look at -- well, let me ask you:
Did you | ook at the record for the -- in preparing
your testinony for the GEE docket, Docket
Nos. 93-0301, 94-0041 consol i dated?

A Ot her than there may have been sonme

reference to those orders in the Nicor docket, but

I don't know that | specifically |ooked at the
orders themselves. | can't recall
Q Okay. But all you can recall is that you

reviewed the Nicor docket in responding to
Ms. Seabreeze's testimony?

A | reviewed the Nicor testinmny and briefs
and the order in the Nicor docket.

Q And that's all you can recall as you sit

here today that you did in terms of review ng

orders?
A Yes.
Q From your reading of the record in Docket
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04-0779, do you agree that the pension asset at
i ssue was an asset that resulted fromthe
overfunded status of the pension trust?

A My recollection is that it resulted from
better than expected earnings on the trust fund
that had the effect of trust fund assets being in
excess of the obligation of the pension liability.

Q Woul d you agree that the Comm ssion made
specific reference in its conclusions to the

overfunded status of the pension trust in Docket

04-0779?
A | haven't read it for a while. | don't
recall the specific -- whether they specifically

use that term

MR. FOSCO:. Your Honor, |I'mgoing to submt a
docunent -- actually, just right nowto receive --
to refresh the witness' recollection without
mar ki ng it.

JUDGE DOLAN: That's fi ne.

And for the record, | hand the w tness

portions of the Comm ssion's order from Docket

04-0779 entered on September 20, 2005. And I'd
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li ke to specifically direct the witness to Page 23
of the m ddle of the page.
BY MR. FOSCO:

Q And | guess nmy question is, does this
refresh your recollection that the Comm ssion
specifically referred to the overfunded status of
t he pension plan in Docket 04-0779?

A |s there a particul ar paragraph?

Q It's the paragraph after the indented
par agr aph. Actually, the one I was referring to,
the third line down.

A The sentence that says, The conpany
acknowl edged that due to the overfunded status?

Q Yes.

A So | agree that it says that, that the
conpany acknow edged that due to the overfunded
status of the pension plan, it was not required to
contribute to the pension trust from 1997 through
2003.

Q Okay. And haven't read that again, | guess
"1l ask you the question again.

Does that refresh your recollection that
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t he pension asset at issue in Docket 04-0779
resulted fromthe overfunded status of the pension
pl an?

And if it doesn't, it doesn't.

A | mean, | guess it's not -- | think here
they're stating two facts. One, is that the
pensi on plan was overfunded; and, two, there was a
pensi on asset.

Q And would you --7?

A "' m not sure -- but | don't know that
that's why it was not included in the rate case.

Q Okay. | wasn't asking about why it wasn't
include in the rate base.

A Oh.

Q Do you agree that there was not an issue
fromyour review of the Nicor record involving the
recording of a liability as there is in this case?

A l*'m sorry --.

Q Let nme rephrase that.

Do you agree that the Nicor case did not
present an issue simlar to the one raised here in

terms of there was no question about Nicor not

440



10

11

12

13

14

15

16

17

18

19

20

21

22

havi ng recorded on its books a liability that had
been recorded on its parent's books.

A Right. | agree the circunstances are
different.

Q Thank you.

If you could refer to Page 24 of your
surrebuttal testinmny, Lines 540 to 542. That
portion of your testimony states, The effects of
virtual all interconpany transactions are
el im nated upon the consolidation of Exelon's
financial statement. This fact does not relieve
ComEd of the obligation associated with those
transacti ons.

A Yes.
Q What obligation did ComEd have related to
pension plan prior to the contribution made in

March of 20057

A ComEd has an obligation to provide funding

for the obligation to provide pension payments to
its enpl oyees.

Q Woul d you agree that ComEd had an

obligation to fully fund the pension plan -- it has
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an obligation to fully fund the pension plan?

A Yes.
Q And | believe you' ve already testified
that, correct me if I'm wong, that after the March

2005 contribution, the pension plan was fully
funded; is that correct?

A Yes.

Q Woul d you agree then that after having made
that contribution -- or after that contribution was
made to the pension plan, the obligation to fully
fund was satisfied?

Or let nme ask it a different way.

Did that obligation cease to exi st
because it had been met for the March 2005
contribution?

' m not asking a | egal question, but
just in an accounting sense.

A Well, just to be clear, at that point in
time, the assets in the trust fund were equival ent
to the cumul ated obl i gation.

Q Okay. Do you agree that in the

consolidati on of Exelon's financial statenments
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transactions with external parties, meaning
non-interconpany transactions, woul d not be

el i mnated?

A | guess -- do you have a particular --.
Q Well, if ConEd has a liability to sonme
external party, the consolidation of Exelon -- if

ComEd has an obligation to some party that is not
part of the Exelon group, the consolidations of

Exelon's -- the consolidation of all the

subsidiaries in Exelon's bal ance sheets woul d have

no i nmpact on that particular liability; is that
correct?
A | f that transacti on woul d not be elim nated

in the consolidation process? |Is that your

gquestion?

Q Yes.
A That's correct.
Q Do you agree that the contribution to the

pension trust was a transaction with an external
party not part of the Exelon group?
A The contribution was contributed to an

external trust fund.

443



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Okay.

A That's correct.
Q And you agree -- | think you m ght have
al ready covered this -- that Exelon does not show a

pensi on asset on its consolidated financi al

statements after March 2005; is that correct?

A That's correct.

Well, for all practical purposes, |
can't recall if it had a very small pension asset
liability.

Q And you may have al ready covered this, but

the reason it's not disclosed on the consolidate
statement is that it was elimnated as part of the
consol i dation process?

Pensi on asset, that is.

A Wel |, ConEd's pension asset is offset. I
don't know that it's necessarily elimnated, but it
was combined with an offset by a liability that was
recorded at Exel on.

Q | just have a few more questions. | think
we' re okay

Woul d you agree that a utility is not

444



10

11

12

13

14

15

16

17

18

19

20

21

22

entitled to recover its actual test year costs if
t hose costs are determ ned not to be just and
reasonabl e?

And | guess | am switching topics.

A Well, that's -- that can be a determ nation

in the rate proceeding that if the cost is not

found to be just and reasonable, it is disall owed.

Q And even if that's its actual cost; is that

correct?
Even if its a utilities' actual cost, i

it's found not to be just and reasonable then the

utility does not recover that rate; is that
correct?

A | f that can happen, yeah.

| guess put it the other way. | woul d

say the utility should be allowed to recover its
just -- those costs that are just and reasonable.

Q Okay. And | guess ny point, | think you
woul d agree then based on what | believe you just

testified to, that it's not your position that
ConEd should be able to recover its actual cost

even if those costs are found not to be just and

f
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1 reasonabl e?

2 A Well, | think the way you phrase it is, if
3 ConEd believes that all -- it makes a determ nation
4 before it submts cost for recovery are included in
5 the test year, that they are just and reasonabl e.

6 Q But that wasn't ny question. My question

7 is, assum ng the Comm ssion finds that ComEd's

8 requested corporate governance cost not to be just
9 and reasonable, then it wouldn't -- it should not
10 be included in ComEd's revenue requirement

11 notwithstanding that it's the actual amount of

12 cost; is that correct?

13 A Well, | would not agree that they are not
14 just and reasonabl e.

15 Q But that wasn't part of the question.

16 | asked you to assume hypothetically

17 that the Comm ssion finds that.

18 A So are you asking me if they have a -- --.
19 Q | f they --7?

20 A -- legal basis? |f the Conmm ssion has the
21 legal authority to disallow --.

22 Q No. That's a factual finding.
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| f the Comm ssion finds that ComEd's
cor porate governance costs are not just and
reasonable, then if they made that finding, would
you agree that under traditional ratemaking
princi ples they should not be included in the
ConmEd' s revenue requirement even though they're the

actual costs?

A Not --.
MR. THOMAS: | object --.
THE W TNESS: -- not necessarily.

BY MR. FOSCO:

Q Can you explain what you mean by not
necessarily?

A Well, I think if it was a cost that ComEd
bel i eved was just and reasonable and the Comm ssion
found that they were not just and reasonable, we

woul d di sagree with that.

MR. FOSCO: Your Honor, |'m presenting a
hypot hetical. W're going to -- if the witness is
going to fight with a hypothetical, we'll be here

for a ot |onger.

MR. THOMAS: Well, excuse me, but he's actually
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asking for a |legal conclusion. | mean, there's no
i ssue what the legal rights of the Conm ssion are
or are not. And you're asking a non-Ilawyer.

MR. FOSCO: That's not true, your Honor. Thi s
witness testified that there's a test year
vi ol ati on. I"mtrying to probe the extent into
whi ch her testinmony runs, and | think her testinmony
I's inaccurate because -- just because something is
not the actual cost, does not mean that they're
entitled to recovery. And that's essentially what
this witness testified to and I think I'mentitled
to probe that.

MR. THOMAS: Well, except what you've just
stated was you're disagreeing with her testinmony
about the testing. Wiy don't you ask her about the
test year. You didn't ask her about the test year.

MR. FOSCO:. Well, | will phrase my own questions
the way | see fit and | think my questions are
proper.

MR. THOMAS: Well, she can't very well be
expected to respond to the question about the test

year when you don't even nention the word test
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year.
JUDGE DOLAN: To be honest with you, | was a
little confused with that question myself. So

think if you can maybe rephrase it or break it
down, | think it m ght help. You' re kind of
throwing a couple -- it kind of sounded |ike a
conpound to ne.

MR. FOSCO: Let me rephrase it then.

BY MR. FOSCO:

Q It's your testinony that Ms. Hathorn's
recommendation is inconsistent with test years
principles; correct?

A Correct.

Q And you're basis for that is that

Ms. Hathorn's recommended nunbers woul d not be,
according to your testinmony, the actual cost that
ConmEd incurred; is that correct?

A That is correct.

Q It is not your testimony, is it, that the

in

Comm ssion would be violating test year principles

if it found ConEd's proposed anount of corporate

governance cost to not be just and reasonabl e;

i s
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that correct?

A ' m not sure that it's a test year
principle issue. | want to be clear that | don't
i nclude necessarily that if the Comm ssion found
the costs to be not just and reasonabl e that I
woul d agree with that finding.

Q Let nme put it another way.

Your testimony has nothing to do with --
in that we just discussed in terns of test year
principles with the -- whether or not those costs
are just and reasonabl e.

A Well, | think Ms. Hathorn reconmmended no
change to the way that we record and to the way
t hat BSC all ocates those costs.

So, you know, if she wasn't finding
fault with them or indicating in any way that they
were not just and reasonable, | don't believe they
shoul d be disall owed.

Q Woul d you agree that the Comm ssion
someti mes approves expenses based on an average
amount of cost rather than anmounts actually

char ged?
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A In certain circunmstances that would happen.

Q And in those circunstances, that does not
violate test year principles; is that correct?

A I f the end result is that the average
results in an amount that is representative of
costs which are expected to be in effect when the
rates are in effect.

Q Are the corporate governance costs
controlled by the GSA?

A Yeah.

Q You were asked some questions earlier about
portions of your testinmony indicating it was
ConEd's policy to devel op the allocator based upon
projections. Do you recall that?

A BSC s policy, yes.

Q So that BSC's policy, not ComEd's?

A That's BSC practice. BSC devel ops the
al |l ocation practices.

Q And the fact that you said it's a policy,
does that mean it's not specifically set forth in
t he GSA?

A | don't believe the GSA specifically
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addr esses at what val ues should be used for the

i nput s. | don't believe it's that specific.
Q And | believe you also testified that --
and | guess it was GSA reviews -- well, et me --

maybe | don't recall now. Was it GSA or ComEd that
reviews the allocation factors on an annual basis?

A BSC or ConmEd?

Q ( Noddi ng head up and down).

A | woul d say bot h.

Q And is it your testinony that adjustnments
are not made on a hindsight basis unless they're
mat erial ?

A Correct.

Q Okay. And is it your position that

Ms. Hat horn's proposed adjustment is not material?

A Rel ative to the overall |evel that BSC
costs --.
Q Is it not material in the context that you

used it in describing the annual review process?
A Yeah, it was not determ ned to be materi al
enough to go back and do it after the fact,

revision to the allocation factors.
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Q Okay. And so from that | take it then that
bot h ComEd and GSA new before ConEd -- let me
stri ke that.

ComEd had | ooked at the actual -- | ooked
at the allocation factors that have resulted based
on the actual data before it filed its rate case.

A They do a general conparison at some | eve
of actual versus budget input.

Q And when we talk about the budget or
forecasted i nputs, would you agree that goal of

those projections is to match as best as can be

what will turn out to be the actuals?
A Yes.
Q Do you agree that the Comm ssion's approval

of the GSA is not any specific approval for the
rat emaki ng treatment of the actual expenses?
A Are they synonynous? No.
But | believe that approval of the GSA

i ndicates to ConmkEd that we think that they're --

it's reasonabl e basis on which to -- the cost to be
i ncurred.
Q It's not your testinony that there was
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something in the Comm ssion's approval that the
GSA -- that mandated a specific treatment; is that
correct?

MR. THOMAS: Just so the record is clear
specific treatment as to what?

MR. FOSCO: A specific ratemaking treatment of
t he expenses incurred pursuant to the GSA.

THE W TNESS: Well, you know, assum ng that
Comed believes that it should receive recovery of
cost that are just and reasonable, if costs are
all ocated, I'm not sure that that approved as part
of the GSA. Our expectation would be that the
Comm ssi on woul d not approve allocation factors or
a GSA that results in costs that they would think
to be not just and reasonabl e.

| guess to put it a different way, |
t hi nk, you know, we woul d not expect the Conmm ssion
to approve a GSA, then | ater determ ne the costs
that are allocated are not just and reasonabl e.
BY MR. FOSCO:
Q And you testified earlier that the GSA does

not mandate use of specific data in calculating the

454



10

11

12

13

14

15

16

17

18

19

20

21

22

all ocation factors; is that correct?

A It's not that granular as to whether you
use budgeted or actual input.

Q Putting aside your concerns about the
timng of when actual data becomes avail able, would
you agree that costs devel oped using actual data
are just and reasonabl e?

MR. THOMAS: Are you referring, again, to costs
under the GSA?

MR. FOSCO:. The corporate governance cost in
particul ar.

THE W TNESS: | mean, if costs would have been
billed based on actual inputs would | think that
they're just and reasonabl e?

BY MR. FOSCO:

Q Well, let me put it another way. You
testified that the goal of the estimate is to match
what turn out to be in the future the actual costs;
is that correct?

That's what you testified earlier, |
beli eve.

A Now, just to clarify, | think what I
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testified to earlier was that what we've included
in the test year are the actual costs that were

billed to ComEd.

Q Ri ght .
A Whi ch we believe are just and reasonabl e.
Q But | had asked you a question early about

t he devel opnent of alligators and the use of
projected data and you agreed that one of the goals
in projecting the data was to come up with a
forecast that's accurate as can be at to the

actual --7?

A Yes.

Q My big catch here, nmy smoking gun: Could
you refer to Page 21 of your rebuttal testinmony. I
just want to make sure |I'm not m ssing something,
but you refer on Line 562 to your direct testinony.

A The rebuttal ?

Q Yes.

JUDGE DOLAN: Just for the record, she didn't
file any direct.

MR. FOSCO: Well, that's my question. That's

why | want to make sure |I didn't m ss something.
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THE W TNESS: Rebuttal ?
BY MR. FOSCO:

Q Well, you refer in your rebuttal to, quote,
in my direct testinony; is that correct?

On Line 562.

A Oh.

Q | just want to be clear, you have no direct
testi nony?

A No. You're right. | believe that should
be referenced to M. Mtchell's direct testinony.

JUDGE DOLAN: Okay.

MR. THOMAS: We will correct that as well with
t he other correction and include it in the revised
e-docket version.

MR. FOSCO:  Your Honor, | have no further
gquestions.

JUDGE DOLAN: Okay.

(Wher eupon, a discussion
was had off the record.)

JUDGE DOLAN: All right. W'IlIl call it a day

and we'll reconvene tomorrow at 9: 00 a. m

MR. NI CKERSON: Excuse me, your Honors. Just a
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matter of housekeeping. On cross-exam nation
there's CUB Data Response 7.04. We'd |i ke t nove
that for adm ssion into evidence.
JUDGE DOLAN: Okay. Yeah, that did not get
admtted into the record.
MR. THOMAS: CUB Cross Exhibit 17
Yeah, we have no objection.
MR. NI CKERSON: Thank you very much.
JUDGE DOLAN: All right. Thank you.
It will be entered.
(Wher eupon, CUB Cross
Exhi bit No. 7.04 was adm tted
into evidence.)
JUDGE DOLAN: And continued to tomorrow at
9:00 a. m
(Wher eupon, further proceedings
in the above-entitled matter
were continued to March 22,

2006, at 9:00 a.m)
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